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WOMEN’S WORK AND WAGES IN THE 
UNITED STATES 


SUMMARY 

I. Changes in women’s work, 1900-1910. Trade and transportation, 
203.— Manufactures; the continuance of theindustrial revolution, 204.— 
Domestic and personal service workers, 206.— II. Wages of Women in the 
United States, 207. — Minimum wage means a living wage, 208.— Various 
investigations of actual wages, 209.— Effect of lost time and seasonal 
occupation, 210.— III. Causes of Low Wages, Lack of mobility, 212. 
— Youth, 213.— Race and immigration, 217.— Woman as a member of a 
family group, 222.—IV. Minimum wage legislation and the potential 
labor supply, 228. — Possible prolongation of the working years, 229. — 
Probable attraction of more women into industry, 230.— Part time 
workers may be transformed into full time, 230. — V. Conclusion, 232. — 
Needed measures of support for the minimum wage legislation, 234. 


I. CHan@Ees IN WoMEN’s Work, 1900-1910 


MINIMUM wage legislation became an established fact 
in nine American states in 1913. In at least as many 
other states there exists an active propaganda for similar 
enactments. There is, in consequence, wide interest in 
questions relating to women’s position in the industrial 
field. As a result we have an excellent and growing 
literature dealing with these questions of public interest 
and policy. The initial inquiry may well be: what is the 
field of women’s work in the United States ? with the sub- 
ordinate question: is the nature of her work changing? 
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The census of 1910 shows a total of 7,608,000 ' female 
wage earners as compared with 5,319,000 in 1900. 
This is an increase of 43 per cent. In the same decade 
the number of females 10 years of age and over had 
increased but 22 per cent. The table following shows 
in column [| the distribution in 1900 and in 1910 by 
percentages of women workers among the various 
occupational groups; in column IT the percentages of all 
workers in the occupational groups who are females in 
these two census years; and in column III the increase 
in number and in percentage of women workers in 1910 
as compared with 1900. The significance of the first 
column is to disclose which occupational groups are 
attracting a larger and which a smaller percentage of 
the total number of women workers; of the second 
column to show in which occupational group women are 
gaining, and in which losing ground, as compared with 
male workers; and of the third to allow a comparison 
of the increase of women workers in the occupational 
groups on a numerical and a percentage basis. 








I I Ill 
Per goat of all || Per cent of all |} Increase of Women 














‘emale Workers Wage Earners 
Workers in Female 
the Group 
Per 
1900 | 1910 1900 | 1910 No. cent 
Domestic and Personal Ser- 
OE ea dc Setar ed 39.4 | 34.4*!| 37.5 | 48.9 526,000 | 25 
Manufacturing and Me- 
chanical Pursuits ...... 24.7 | 23.2*|| 18.5 | 16.4 459,000 | 34 
Agriculture ............. 18.4| 17.6*|| 9.4] 10.6*|| 362,000*| 37* 
Professional Service ...... 8.1} 8.8*|| 34.2 | 36.9 242,000 | 56 
Trade and Transportation .||/ 9.5/ 15.8*|) 10.6 | 15.8 699,000 /139 
Re 100.0 | 99.8 || 18.3 | 20.1*/| 2,289,000?) 43* 
































1 Vol. iv, Occupation Statistics. This is the corrected figure given on p. 28. 
2 Ibid., pp. 41 and 57. I have used the corrected figure here also. Figures affected 
are indicated by an asterisk. 
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The field of domestic service returned a smaller per- 
centage of the women workers in 1910 than in 1900. 
The percentage of increase shows that an increase of a 
half million in the decade is about normal since the 
total number of women of working age increased 22 
per cent. The only marked change shown here is in 
the increase in the percentage of domestic workers who 
are female, from 37.5 to 48.9. This clearly indicates a 
withdrawal of men from these occupations. As a con- 
sequence women have a much stronger hold on this, their 
traditional occupation. Agriculture also claims fewer 
women in each thousand women at work in 1910 as com- 
pared with 1900. In each 1000 agricultural workers 
of all kinds, however, there were 106 women in 1910; 
and but 94 in 1900. Tho this increase in the propor- 
tion of women to men is considerable, the increase in 
absolute numbers of women is not striking, and the 
probability that closer enumeration in 1910 renders the 
comparison incorrect is great. There is no indication 
that women are finding a new field here. The gain of 
women in the professions has been nearly balanced by 
gains of men. Moreover, the increased number of 
female workers is nearly all accounted for by those 
listed as teachers, in the schools and of music and art. 
New departures here are negligible. 

The most striking change disclosed by the table is the 
enormous increase in the number of female workers in 
trade and transportation. In éach 1000 women wage 
earners in 1910, 158 are in these occupations. No more 
than 95 were so engaged ten years earlier. Of each 
1000 workers in this field in 1910, 158 were women; but 
106, in 1900; and, finally, this group of female workers 
shows a gain in absolute numbers of nearly 700,000, or 
139 per cent. No other occupational group shows so 
great a gain in numbers; none other approaches their 
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percentage gain. Analysis of the group in detail 
shows evidence of new departures in women’s work. 
The field itself is rapidly expanding, as is indicated by 
the fact that, despite the enormous increase in the 
number of female workers, in each thousand workers 
there are but 52 more women than in 1900. Among the 
various occupations listed here, the saleswomen were 
most numerous in 1900. They show in 1910 a gain of 
over 100,000 workers. This is an increase of 67 per 
cent, or much in excess of the general rate of increase 
for all women wage earners. But in 1910 their numbers 
are nearly equalled by the clerks and copyists, with 
232,000 workers. This group shows a gain of over 170 
per cent. The stenographers and typewriters have, for 
the first time, passed the saleswomen in point of num- 
bers. Their total is 263,000, and has increased over 
200 per cent in the decade. There were 185,000 female 
book-keepers and accountants in 1910, and their per- 
centage of increase was 150. There were nearly 100,000 
telegraph and telephone operators, with a gain well 
over 300 per cent. Female retail merchants increased 
in numbers from 34,000 to 62,000, or 82 per cent. 
Obviously the conclusion to be drawn is, that the de- 
velopment of large-scale business has furnished a field 
adapted to women’s abilities. This field they are 
entering in numbers exceeding those of men. If there 
is any radical change in the nature of women’s employ- 
ment, it is in this field. It may be noted in passing that 
the change is welcome; in addition to the desirable 
enlargement of women’s field of employment, the 
occupations most rapidly expanding call for education 
and special training and so rank with the better paid 
- fields of women’s employment. 

Examination of the returns for women at work in 
manufactures in 1900 and 1910 discloses evidence of the 














WOMEN’S WORK AND WAGES 205 


steady advance of the industrial revolution. The 
statistics indicate that women are not gaining ground 
in this field. The percentage of increase is lower than 
in any other occupational group, except that of do- 
mestic service. Yet readjustments of far-reaching 
importance are being carried out here. Preparing food, 
fashioning garments, serving meals, laundrying clothes, 
together with a thousand and one related and subsidiary 
operations, these are steadily being transferred from the 
homes to the factories, restaurants and laundries. 
Significant examples of such change are not far to seek. 
It is stated that Wisconsin does 50 per cent of the can- 
ning of peas in the United States. Of the 75 factories 
in the state, but four were established before 1900; 21 
have been built since 1908.1. The average number of 
women wage earners engaged in candy factories was 
about 14,000 in 1899; 26,000 in 1909. There were 
10,000 aiding in preparing bread and bakery products in 
1899; nearly 17,000 in 1909.2 In the textiles, while the 
number of women employed in the long established 
cotton industry increased but 20 per cent, the number 
employed in hosiery and knitting mills doubled. The 
combined occupations of dressmakers, milliners, and 
seamstresses made a gain in the decade of but 10 per 
cent. In comparison may be placed a gain of 78,000 
women workers, 43 per cent, in the combined industries 
of men’s and women’s clothing and men’s furnishings. 
The number of women employed in producing shirts, 
collars and cuffs increased 58 per cent in the decade; 
glove makers, 87 per cent. 

There is evidence of this transferral of work from the 
home in other fields than manufacturing. Among 


1 Bulletin Industrial Commission of Wisconsin, October, 1913, p. 3. 


2 Census figures which follow are drawn from vol. viii, Census of Manufacture, 
and vol. iv, Occupation Statistics. 
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domestic workers, laundresses numbered 335,000 in 
1900, of whom 325,700 were handworkers; less than 
10,000 were employed in steam laundries. In 1910 
this occupation included 597,000 women, of whom 
520,000 were hand workers, and 76,000 steam laundry 
operators. The increase of factory workers was over 
600 per cent; that of home workers less than 60 per 
cent. Again, of servants and waiters combined, there 
were 1,284,800 in 1900, of whom 1,242,000 were ser- 
vants and 42,800 were waiters. In 1910 the combined 
figure was 1,495,000, of whom 1,309,000 were servants, 
a slight increase, and nearly 86,000 were waiters, a gain 
of over 100 per cent. These examples and others 
which might be given illustrate the continued progress 
of the industrial revolution. Obviously the change 
now taking place affects most largely the fields tradi- 
tionally occupied by women. Just as the New England 
women followed their work as spinners and weavers 
from the rural home to the urban factory, women today, 
if they are to maintain their position as preparers of 
food and garments, must leave the home for the factory. 
Thus work is being transferred from family control to 
corporate management. The home is less a workshop. 
The family is no longer the industrial, tho it remains the 
social unit. Where this transformation will stop is not 
yet apparent. The past decade shows a rapidity of 
change seldom equalled, and we may expect, with the 
growing urbanization of our population, a continuance 
of this rapid movement. It is to be noted that this 
brings more women within the ken of the Census. It 
means more work done by women outside the home, 
tho there may still be room to doubt whether it means 
that the total amount of work done by women is greater. 
It thus means that increasing importance will attach to 
problems of women’s work and wages. 
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II. Women’s WaGEs 


It is to the women workers in the rapidly expanding 
field in trade and transportation, the shifting field in 
manufacturing, and to certain groups in the domestic 
field, as waiters and laundry workers, that investigation 
and discussion of minimum wage laws have principally 
related. It should be emphasized at the outset that 
the term minimum wage is, in a sense, a misnomer, 
since our legislation has defined a reasonable living wage 
rather than the bare minimum necessary to eke out a 
comfortless existence. Of the eight states, excluding 
Utah’s flat rate, defining the measure of a minimum 
wage, all are practically in line with California’s statute, 
which declares that it should be “ not less than a wage 
adequate to supply to such women and minors the 
necessary cost of proper living and to maintain their 
health and welfare.” ! And so far as the phraseology of 
the statutes has found practical application in the acts 
of wage boards and commissions there is clear evidence 
of an intent to carry out such a liberal interpretation. 
These early wage determinations, under the statutes, 
and the results of various investigations, agree that such 
living wages under American conditions will be more 
than $8.00 per week.? There is substantial agree- 





1 With this may be pared the stat t of Sidney Webb: “ The object being 
to secure the community against the evils of industrial parasitism, the minimum wage 
for a man or woman respectively ought th tically to be determined by practical 





inquiry as to the cost of the food, clothing and shelter physiologically necessary, 
according to national habit and custom, to prevent bodily and mental deterioration. 
Such a minimum would, therefore, be low, and though its establishment would be 
welcomed as a boon by the unskilled worker in the unregulated trades, it would not at 
all correspond with the conception of a ‘ living wage’ formed by the cotton operatives 


or the coal miners.” ‘‘ The Economic Theory of a Legal Minimum Wage,’’ Journal 
of Political Economy, 1913, pp. 993-994. 
2 A detailed stat t of the estimates of various boards and commissions will be 





published by the present writer in the Quarterly Publications of the American Sta- 
tistical Association for March, 1915. 
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ment also that $7.00 represents about the level of a bare 
existence. 

If these figures represent the level above which eight 
states are pledged to hold women’s wages and the goal 
toward which other states with active minimum wage 
propaganda are striving, it becomes of highest impor- 
tance to learn what the actual level of wages is and how 
great the proposed change may prove to be. In an- 
swering this inquiry we have abundant, tho not always 
entirely satisfactory, data. The investigation of the 
Bureau of Labor covered over 100,000 women wage 
earners 16 years of age and over. These were found in 
the cotton, men’s clothing, glass and silk industries; in 
factories and in various selected industries. Unfortu- 
nately only a small proportion of the 35,000 workers in 
stores can be classified as to age. Of these 100,000 
workers, 18.6 per cent received under $4.00 in the 
representative week for which wage quotations were 
taken. Nearly 49 per cent received under $6.00; and 
nearly 77 per cent under $8.00. This leaves but 23 
per cent of these workers receiving the living wage 
agreed upon by our minimum wage investigations, and 
suggests that fully 50 per cent received less than the 
amount which investigators agree represents the lowest 
subsistence wage. The more comprehensive report of 
the Census Bureau in 1905 covered more than 588,000 
female workers over 15 years of age, in manufacture, 
and gives almost identical results: it shows 18.4 per 
cent receiving under $4.00 per week; 49.8 per cent 
under $6.00; and 77.9 per cent under $8.00. The 
reports of the Immigration Commission dealt with 
industries in which immigrant, and by inference low 
paid, labor was especially prominent. The age division 
was put at 18 years and the wage limits quoted at $5.00 








Se 
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and $7.50. Without presenting the evidence in detail 
it may be stated that approximately half of the females 
over 17 years of age listed received less than $7.50 per 
week. 

To this may be added the general results reported in 
the admirable intensive study made of cotton, confec- 
tionery, laundry and store workers by the Massa- 
chusetts Commission on Minimum Wage Boards. 
This included nearly 12,000 women over 18 years of age, 
of whom nearly 10 per cent received less than $4.00 per 
week; 38.9 per cent under $6.00; and 68.6 per cent 
under $8.00. There is available a wealth of data from 
other states, cities and industries, which serves to re- 
enforce the conclusion that of women at work, 7. e. 
those 16 years of age and over, outside the homes and 
the professions, almost half earn less than $6.00 in a 
representative week; and approximately three-fourths 
less than $8.00. It is obvious at once that any attempt 
to raise the general level of women’s wages to $8.00, or 
even $7.00 per week, will mean a vast amount of rear- 
rangement of wage scales, labor forces, and possibly of 
industries. 

It should be noted here, however, that the wage 
investigations have reported actual earnings, while the 
basis of the reports of the wage commissions has rather 
been rates of wages. These rates of wages, in some 
instances at least, including an allowance for unem- 
ployment.! The correct measurement of this allow- 
ance thus becomes a matter of prime importance if the 
wage boards are rightly to estimate the living wage 
intended by the statute. Unfortunately at this point 
our information is woefully inadequate. We have 

1 The Kansas City study allows $1.00 for “‘ incidentals, sickness, unemployment.” 


See Report on the Wage Earning Women of Kansas City, p. 80. Several estimates 
include an allowance for a vacation. 
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indications that the allowance should be considerable. 
Thus, the Bureau of Labor investigation made certain 
comparisons between actual and full time earnings in the 
representative week. Workers in cotton mills in New 
England earned from 80 to 87 per cent of full time pay; 
in southern mills from 76 to 80 per cent, if we omit the 
abnormal case of the doffers who made but 60 per cent 
of full time pay. Women working on men’s clothing 
lost from 10 to 13 per cent of each week, in Chicago, 
Rochester, New York, and Philadelphia; and over 20 
per cent in Baltimore. Female silk workers in New 
Jersey show a loss of from 6 to 15 per cent in various 
important occupations, the most frequent percentage 
being nine. The losses were greater in Pennsylvania in 
practically every case.' Since the great majority of 
female workers are but little skilled, it is highly signif- 
icant that the lowest percentages of lost time are in- 
curred by the more skilled women. So far as these 
indications go it would seem very conservative to con- 
clude that, on the average, women workers lose 10 per 
cent of full time earnings in each week. Which is to say 
that on the basis of a $7.00 or $8.00 minimum wage, 
something like 80 cents would need to be added to 
cover the loss through unemployment if the present 
organization were to continue. 

Even so, the allowance would only cover time lost 
within the week. The effect of seasonal fluctuation and 
lost weeks and months is still to be reckoned with. For 
the measurement of this loss data are almost entirely 


1 The Connecticut Report shows; — 





Avei Cc ted Percent 
No. of Actual Weekly Full Time of Actual to Full 
Workers Earnings Earnings Earnings 
Cotton (p. 67.)....... 942 $8.05 $9.17 87.7 
GE GSE cccccicces 1175 6.26 7.40 84.5 
Metal (p. 200) ..... s 2544 6.50 741 87.7 
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lacking. We are not yet in a position to make any 
scientific measurement of such loss in the various 
trades. That it is of the greatest importance in certain 
seasonal trades in which women are most largely en- 
gaged is generally believed.'. A suggestive comparison 
may be made between weekly and annual earnings of 
women in manufacturing pursuits as reported by the 
Immigration Commission: 






































Aver- Percentage 
No. |.28¢ No, | Actual | Actual 
Re- | Week-| For 52 || Re. | Annual | Earnings 
ported? ly | Weeks ported? Earn- {of 52 Times 
Earn- ings Aver: 
ings Weekly 
Native Born, Native Parents: 
WED boa detladerdnceitens 9,019 | $7.91 | $411.32 338 | $365.00 88 
BL <td i tas moes abuse ends 17 | 6.80 ede 10; 106.00 - 
Native Born, Foreign Parents | 15,930 | 8.11 | 421.72 875 | 339.00 80 
PD ONE «sis. 6 sa-5-+- ee sicnds 32,746 | 7.90 | 410.80)| 2,386} 284.00 69 
SS Ere 57,712 | $7.96 | $413.92]| 3,609 | $304.00 | 73 











Here the number reporting annual earnings is too small 
to insure its representative character, but the suggestion 
is that lost time, other than the loss of hours during the 
week, may amount to from 12 to 30 per cent for women 
workers.‘ The table shows, also, greatest loss for the 
least efficient worker. Such a loss must prove beyond 


1 Van Kleeck, Artificial Flower Makers, p.72. ‘‘ A rough comparison would indi- 
cate that the tax made by irregular employment on the income of flower makers amounts 
to about two dollars a week — a sum by no means insignificant.” Ibid., Women in 
the Bookbinding Trade, p. 86. ‘‘ But the estimate of yearly earnings shows that even 
though bindery girls find other work in dull season the median yearly income from all 
their occupations is about $308.00, indicating a loss of more than $50 in twelve months. 
This is not a small loss when the fact is realized that very few bindery girls earn $500 
or more in a year.” 

2 Imm. Comm., vol. xix, p. 113. 3 Ibid., p. 123. 


4 Cf. Massachusetts Report, p. 51. This shows a loss of 64 cents per week because 
of lost weeks sustained by 469 candy workers who worked a full year for the same firm. 
This is based on a weekly average of less than $6.00, pp. 158, 539; laundry workers lost 
about 18 cents per week, on the same basis. 
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the reach of minimum wage legislation,' the most prob- 
able remedy being found in reorganization of the 


industry. 
III. Causes or Low WaGeEs 


Aside from the loss caused by unemployment, the 
earnings of women fall below the level approved by 
wage commissions for various reasons. Of considerable 
importance is the fact of the immobility of the female 
labor force. Women are less independent, less able to 
move than are men. The husband and father is the 
chief wage earner, and other members of the family per- 
force accompany him to his most advantageous location. 
Men flow naturally to any point offering opportunities 
for labor. It seems more natural for the employer of 
women to take his plant to the labor force. This 
interference of family ties with the mobility of woman 
wage earners results in congestion and consequent low 
wages in certain localities or even in sections of partic- 


1 The only comprehensive figures available are from the Census of 1900, Volume 
on Occupations, pp. cexxxv, and coxxviii. 


Women Wace Earners, Ten Years or AGE AND Over, UNEMPLOYED FOR 









































1-3 Months | 4-6 Months |7-12 Months! Per — 
of al 
| Total | Females 
No. | Per | No. | Per | No. | Per in the 
cent cent cent Group 
Domestic and Personal 
Aer 151,000; 42.2 | 149,000) 41.7 | 57,700) 16.1 | 358,000) 17.1 
Trade and Transporta- | 
ME boscccsccsovens 21,900} 39.3 | 19,500) 34.9 14,400) 25.8 56,000; 11.1 
Manufacture ......... 147,000; 50.0 | 140,000) 35.4 | 43,000) 14.6 294,000) 22.4 
' ' 
The table indicates that a very iderable percentage of women workers are un- 





employed some part of the year, and that of those so unemployed, over half are idle 
for four months or more. We are warned, however, that “ caution must be observed 
in reaching conclusions based solely upon "’ these statistics. 





2 See for example, Bureau of Labor Report, vol. iv, p. 47; a stat t that ind 
ments were offered silk mills to enter the anthracite coal region. Vol. xviii, p. 252; 
a paper box manufacturer enlarged his plants in a Polish neighborhood to take advan- 
tage of the cheap female labor there available. 
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ular localities." This would seem the true reason for 
the lack of standardization in women’s wage noted by 
certain investigations.? Ten cents a day for carfare 
may easily negative search for employment beyond 
walking range if the weekly wage be very low.’ This 
factor, however, is of local importance only. However 
much it may oppress the individual worker or whatever 
its effects in dictating the location of women employing 
industries, it does not affect the general wage level. 

Of prime importance in determining the low wage of 
women workers is the question of age. Youth and low 
earning capacity are found together. In the New 
England cotton industry * of 9,246 women over 21, but 
10.6 per cent earned under $4.00 per week and 39 per 
cent earned over $8.00. Over two-thirds earned over 
$6.00. Statistics for Massachusetts show that these 
percentages are maintained in practically all age groups 
to the age of 55. On the other hand, in a total of 1,638, 
16 and 17 years of age, nearly a quarter earned less than 
$4.00 and less than 12 per cent earned over $8.00. Of 
2,860 aged 18 to 20, 15.7 per cent earned under $4.00 and 
23.4 per cent over $8.00. Corresponding data for 
southern mills show a similar situation. Full earning 
capacity is not reached before the age of 21. The 


1 Ibid., vol. iii, pp. 406 et seq. This is strikingly illustrated in the glass industry. 
A comparison of four unskilled occupations in thirteen establishments within a radius 
of fifty miles of the central one shows a wide variation in wages. In grinding, for 
example, wages vary from $3.60 to $8.70 per week. The comment is: ‘“‘ women glass- 
makers are so far from being a completely moBile labor force that even moderate 
mobility is rather uncommon. The reason is clear. Such persons for the most part 
are active members of families.” 

? This runs through the Massachusetts Report. See p. 12 where the explanation 
is “‘ the personal equation of the employer,” and ‘‘ the helplessness of their employees.”’ 

* Van Kleeck, Flower Makers, p. 74. ‘‘ Flower makers in New York do not 
come from a distance to their work. They live near by and save carfare. Only nine 
of those interviewed reported that they paid carfare going to and from the shops.” 

* Bureau of Labor Report, vol. v, p. 25. ‘It would seem, therefore, from the 
study of both age and experience that one of the determining factors in the wage 
problem is age.” 

& Bureau of Labor Report, vol. i, pp. 699-706 and 715-716. 
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numbers reported in the age groups are highly sugges- 
tive. In New England the years 16 to 20 inclusive 
include almost a third of the women reported; in 
southern mills, almost a half. Similarly in the men’s 
clothing industry,' full earning capacity is reached at 21, 
and maintained to 45 years of age. About 35 per cent 
of those within these ages earned more than $8.00 per 
week. Of those 18 to 20 and 45 to 54 years of age but 
one-fourth attained that result. While of those 16 and 
17 and 55 and over, only one-ninth earned so much. 
It is then highly significant that more than half of the 
10,700 workers covered were under 21 years of age. In 
both of these industries the number of female workers 
over 45 years of age is very small. 

Combination of the statistics of twelve important 
industries reported by the Bureau of Labor gives the 


following results: ? 


AGEs AND Wace Groups IN TWELVE SELECTED INDUSTRIES 


Per cent Per cent Per cent Per cent 
Age Number Under $4.00 Under $6.00 Under $8.00 Over $8.00 


16-17 9,918 28.4 69.0 91.5 8.4 
18-20 13,769 19.2 57.1 79.9 20.1 
21-24 8,617 10.1 35.3 69.1 30.9 
25 and over 11,904 12.6 36.8 66.1 33.9 


The combined results thus secured are similar to those 
in the cotton and men’s clothing industries. Full 
earning capacity is not reached before 21 years of age. 
Even among those beyond this age, hardly a third 
reached the limit of a living wage in the representative 
week. Yet we note that there were more workers aged 
16 to 17 reported than from 21 to 24; and more aged 18 
to 20 than for all ages 25 and over. This is the com- 


1 Bureau of Labor Report, vol. ii, pp. 596-599. 

2 Ibid., vol. xviii, pp. 436 et seq. The industries were; Cigarettes, Cigars, Con- 
fectionery, Corsets, Crackers, Hardware, Hosiery, Paper boxes, Shirts, Enameled Ware, 
‘Tobacco, Woolens. 
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bined result of twelve important industries. A careful 
examination of the other evidence! in the bureau’s 
report and in various state investigations adds nothing 
to the above showing except the assurance that these 
are in every respect typical data. Overlooking local 
and industrial variations the conclusion is justified that 
full earning capacity for women workers is not reached 
before the age of 21, and that earnings decrease after 45 
and in some cases earlier.” 

The statistics presented offer evidence as to the rela- 
tive number in each age group, but in view of the im- 
portance of this factor the more comprehensive report 
of the census may be stated. For this inquiry the 
Census of 1910 is highly unsatisfactory. It shows that 
7.9 * per cent of all female workers are under 16 years of 
age; 22.9 per cent from 16 to 20; 53.3 per cent from 
21 to 44, and 16 per cent 45 and over. There is, how- 
ever, no division of the large and highly important group 
of workers aged 21 to 44, and no occupational classifica- 
tion by age is given. In 1900, 9.2 per cent were under 
16 years of age, 23.3 per cent of all women at work were 
from 16 to 20 years of age; 16.9 per cent from 21 to 25, 
and 22.0 per cent from 25 to 35. This means that 
nearly half the female workers were under 25, and 
over seven-tenths under 35 years of age. In manu- 
facturing 36 per cent were under 21; 54 per cent 
under 25, and 77 per cent under 35. The corresponding 
percentages are even higher in trade and transportation. 
The data of the two Census reports are not strictly 
comparable, because of the fact that the percentage of 


1 Especially suggestive are the displays of hourly earning by sex and age in detail. 
These show clearly the rise and fall of earning capacity, and emphasize strongly the 
connection of youth and low wages. 

2 Bureau of Labor Report, vol. ii, p. 146. Mea’s Clothing Industry. ‘‘ The infor- 
mation conveyed by these tables may be summarised as follows; Earnings between 
the ages of 21 and 34 are better than before or after.” 


* Census, 1910, vol. iv, p. 69. 
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children at work has somewhat decreased in the decade; 
but there is nothing to indicate that the percentage 
divisions within the limits 21 to 45 have changed. 
Available data, then, suggest that of all women at 
work in America in manufacture and trade almost one- 
fourth are from 16 to 20 years of age. Of this fourth 
probably half earn under $6.00 per week, and 80 per 
cent under $8.00. Another fourth are from 21 to 25 
years of age. Of these one-third earn under $6.00, and 
from 60 to 70 per cent under $8.00. The smaller num- 
bers of more advanced ages employed do not receive 
higher average wages. It is an evil combination that is 
found here: lack of skill, training, and experience, 
joined with the irresponsibility of youth, and great 
congestion in the labor market. The recurring state- 
ment in the bureau report is that the demand on these 
female workers is for dexterity and speed.' These 
qualities are possessed in youth and are offered in 
abundance. Skill and training these workers neither 
have nor attenipt to acquire. For their working life 
is to be short and they are forced by economic pressure 
to seek the highest present earnings. They have 
followed their work from the home to the factory. 
Through marriage they intend to make good their 
retreat to the home. This expectation is realized; for, 
omitting the negro women, less than four per cent of 
married women are returned as breadwinners. The 
higher earnings reported for women, then, are received 
by comparatively few, those who remain in the shops 
after the great mass of their fellow workers have left. 
Their gain in experience and skill accounts for part of 
the gain in wages; increased seriousness and steadiness 
for more. They earn more. But the evidence shows 


1 E. g., Bureau of Labor Report, vol. xviii, p. 131. Confectionery workers. ‘‘ What 
the girls do is quickly learned, and requires chiefly deft and rapid movements, so that 
years add little to a worker’s earning capacity, if indeed, they do not decrease it.” 
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little progress after 21, and loss after 45. Here, then, 
is a worthy suggestion for another line of attack upon 
the low wages of women aside from minimum wage 
laws. Every rise in the age limit for entering employ- 
ment; every agency for better training; every influence 
lengthening the period in home and school, exerts a 
more than proportionate influence on wages. For it 
attacks the problem at the point of greatest intensity. 
It relieves the extreme pressure of over competition in 
the labor market exerted by those having only docility, 
deftness and speed to offer. It alleviates the self 
exploitation of these over eager sellers of the qualities 
of youth. 

Of scarcely less importance than the question of age 
is that of race. Consider first, evidence from the cotton 
industry correlating age, race, and wages. The basis of 
comparison followed here is hourly earnings. This 
avoids the disturbing effects of fluctuations in employ- 
ment. The report! covers 8060 female workers in 
Massachusetts cotton mills. It indicates a strong 
massing of numbers in the years 16 to 24 inclusive; 
3991, nearly half the female workers, being of those ages. 
Tle maximum hourly wage of all races combined is 
15.4 cents per hour earned by 965 females at the ages 35 
to 44 years. From 25 to 34 years earnings are 14.8 
cents, and from 45 to 49, 15.1 cents. They consistently 
exceed 14 cents in the age group 22 to 39 except for 338 
workers, aged 23, earning 13.8 cents. These ages 
include 3705 of the 8060 women. 

The most significant fact in the table is that the 
Aniericans and each of the races of older immigration 
have maximum earnings in excess of those for all 
workers and in general attain their maximum efficiency 
as late or later. On the other hand, the races of newer 


1 Bureau of Labor Report, vol. i, pp. 718-719. 
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immigration have lower maximum earnings and in 
general attain their highest efficiency in a much earlier 
age period. The 629 Americans have maximum earn- 
ings of 16.3 cents attained by 31 workers at 30 to 34 
years of age. Hourly earnings are over 14 cents in the 
age period 21 to 54 years, except for 21 workers aged 23 
earning 13.8 cents. These ages include 257 of the 629 
workers. The French Canadians have maximum earn- 
ings of 15.5 cents earned by 92 workers at 40 to 44 
years of age, and again by 27 at 50 to 54 years. Earn- 
ings are in excess of 14 cents per hour during the entire 
period from 24 to 59 years of age, covering 849 out of 
2108 workers. The highest maximum of all is attained 
by the English workers, 20 of whom, from 45 to 49 
years of age, earn 17.7 cents per hour. Their earnings 
exceed 14 cents per hour for the full normal working 
life, that is, from 18 to 64 years of age. This includes 
673 of 862 workers. The Irish women have a maximum 
earning capacity of 16.1 cents attained by 201 workers 
from 35 to 39 years of age. They consistently earn in 
excess of 14 cents per hour from 22 to 54 years of age. 
These years include 1037 out of 1608 workers. 

Far different are the results for the races of newer 
immigration. Italian women number 66, and attain 
their maximum hourly earning power of 13.7 cents at 
21 years of age. Fourearn this. Next highest are four 
others, aged 30 to 39 years, who received 12.3 cents. 
Of 1440 Polish workers, maximum earnings are reported 
for 76 workers aged 24 earning 13.2 cents per hour. The 
263 women just older, aged 25 to 34, earn 13.1 cents. 
No others earn as much. The Portuguese women are 
the only race of newer immigration of whom any are 
reported as earning in excess of 14 cents. The maxi- 
mum, 14.6 cents, is reached by 55 women aged 22, 
and 65 others aged 25 to 29 earn 14.3 cents; 7, aged 
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45 to 49, earn 14.5 cents. This makes 127 of the 588 
workers. 

Similar evidence is drawn from the men’s clothing 
industry. Here the table of hourly earnings covers 
6050 females over 16 years of age, by race and cities, 
but the study does not give the age division in detail. 
Following the division between Americans and older 
immigrants, and the newer immigrant races, we find 
that the 326 Americans earn in excess of 14 cents per 
hour in each city, except Baltimore, where earnings in 
general range lower. Here 62 American women earn 
9.2 cents per hour. The maximum is 14.8 cents re- 
ceived in Chicago. The 801 German women earn over 
14 cents, except in Philadelphia and Baltimore, where 
earnings are 13.8 for 95 women, and 10.1 cents for 31 
women, respectively. All but one of the 213 Scan- 
dinavians reported are in Chicago and earn an average 
of 17.7 cents per hour. The 851 Bohemians are from 
Chicago also, with the exception of 5, and earn 16.4 
cents per hour. 

Of the newer races the 1063 Hebrew women have a 
maximum of 13.5 cents earned by 102 workers in 
Philadelphia; 385 in Chicago earn 13 cents; 202 in 
Baltimore, 10.9 cents — the minimum for the group. 
The Italian women number 1587. Their maximum 
earning capacity is attained in Chicago where 265 
women earn 12 cents per hour; 802 in New York earn 
but 10.5 cents. This is the lowest quotation for this 
race, except for 18 workers in Baltimore earning 10.2 
cents. Six hundred and thirteen of the 692 Polish 
women are in Chicago, and earn 14.2 cents, the maxi- 
mum for the group. This is below the general average 
for Chicago of 14.8 cents, and is exceeded by the Ameri- 
cans and each of the older immigrant races in that city. 


1 Bureau of Labor Report, vol. ii, p. 197. 
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Of the 115 Lithuanians reported, 77 are in Chicago and 
have earnings of but 10 centsan hour. This is the mini- 
mum reported for the group, tho they never receive so 
much as 12 cents an hour. Further evidence of the 
relation of race to the question of wage, and more par- 
ticularly of the relation of recent immigration to the 
question of low wages for women workers may be found 
in other volumes of the Bureau of Labor report and in 
that of the Immigration Commission.' It is perhaps 
less exact and complete, less readily presented, but all 
lends support to the general conclusion that among the 
youthful and ill paid female wage earners, the immi- 
grant women are the worst paid of all. What happens 
is that these women, lacking knowledge of American 
conditions, of the language and of the condition of the 
labor market, without specialized skill, training or 
aptitude, with the lowest standards of living, and 
driven by the severest economic pressure, snatch 
eagerly at any opportunity for employment and any 
wage which may offer. 

To these disabilities they add that of extreme youth. 
The Census of 1900 showed that nearly 50 per cent of all 
foreign born women aged 15 to 24 were at work. The 
corresponding figures for the native born white classes 
are 20.1 per cent for those of native parentage, and 37.5 
per cent for those of foreign parentage. All these 
handicaps can only be overcome by accepting lower 
wages and harder conditions of employment.? The 


1 See for example, vol. i, p. 367, Wages of Women over 18 in the cotton industry, 
where practically every group of new immigrant women falls below the general average 
wage, as practically every other group rises above it. Similar results are shown in 
other industries. 

2 See e. g., vol. xviii, Bureau of Labor Report, p. 239, discussing the cause of Ameri- 
cans leaving the industry of nuts, bolts, and screws. The reason most generally 
ascribed being “‘ that the work had so many unpleasant features and paid so little 
that only the poorest and most ignorant of recent immigrants were willing to under- 
take it.” Cf. vol. xviii, p. 328, and Butler, Women and the Trades, pp. 228-229. 
“ Two-thirds of the women in the metal trades are Slavs, Hungarians, Germans, Polish, 
and Crotean . . . recent immigrants . . . foreign women who ask neither for com- 
fort nor for cleanliness nor higher wages.” 
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ready acceptance of both conditions by recent immi- 
grants has earned for them the ill will of their fellow 
workers,' and has often resulted in discriminations 
against them by employers.? 

Unfortunately the results of the Census of 1910 so far 
as published do not furnish data for estimating the 
importance of the newly immigrated with low standards 
of living in the problem of women’s work and wages. As 
noted above, the age divisions are defective. Such as 
they are, they are not correlated with nativity groups 
or occupational classification, and beyond this there 
is no attempt to present a classification by race, age, and 
occupation. The vast immigration in the last ten 
years makes data from the 1900 census obsolete, but it 
must serve in default of better evidence. The signif- 
icant fact here is the exceedingly high percentages 
among the foreign born in the younger age groups 
including those 15 to 24 years of age. It thus results 
that while the total foreign born women of these ages 
represent less than 12 per cent of all white women of 
these ages, still foreign born wage earners represent 
20 per cent of all at those ages. This is to say, that in 
1900 these foreign born youthful workers — least 
efficient, on the basis of the wage statistics, of all such 
workers, — represented one-fifth of the labor supply at 
those ages. Since that date we have had an enormous 
immigration drawn, for the mast part, from the sections 
of Europe where the lowest standards of living prevail. 
It is most unfortunate that the Census has not fur- 
nished corresponding statistics for 1910, or given us 
the data by races; they could hardly fail to show an 
increasing proportion of foreign born women in the 
younger and least efficient age groups. 


1 Miss Van Kleeck speaks of the Italian flower workers in this connection. 
also Bureau of Labor Report, vol. i, p. 116, and vol. ii, p. 195. 
2 Bureau of Labor Report, vol. iii, p. 418. 


See 
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Adding, then, industrial inefficiency to the fact of 
this abnormal proportion of youthful workers, we realize 
the importance of this factor in the problem of women’s 
wages. It represents nothing short of a massed assault 
on the existing wage scale. It bears down the present 
standards — unsatisfactory as they are—by sheer 
weight of numbers and inefficiency. If minimum wage 
laws are to be interposed as a barrier for the protection 
of women wage earners, common prudence would seem 
to dictate a counter attack to check and drive back 
this assault. Bearing in mind the gap between actual 
earnings and the standards adopted for the minimum 
wage it would seem evident that the champions of the 
new legislation will be ardent advocates also of some 
limitation of the free immigration of women workers, at 
least such limitation as will exclude those of greatest 
inefficiency and lowest standards of living. 

It is well known that these foreign born women are 
for the most part, not independent workers, but members 
of families. They live at home and the great majority 
of them turn their earnings into the family treasury. 
The youthfulness of women at work would suggest that 
this was the typical situation of all nativity groups. 
Such a situation would have large influence on the 
wage situation. An answer to the question, what 
proportion of working women live at home, is found 
in the Bureau of Labor’s investigation of stores and 
factories: This shows that 77 per cent of over 
2000 women in stores, and 82 per cent of over 5000 
women in factories live at home.? The Census in 1900 ® 


1 See vol. v, p. 15. 


2 Cf. McLean, Wage Earning Women, pp. 29, 54, 72, and 82. 
No. Reported Living at Home Per cent at Home 
New York ..... 1,476 1,304 88 
Chicago ....... 1,914 1,618 M4 
New England .. 1,289 1,021 79 
New Jersey .... 824 714 87 


§ Statistics of Women at Work, pp. 25-26. 
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attempted a study of the family relationships of 1,232,- 
000 working women in 27 cities. This shows 64.8 per 
cent living at home and 35.2 per cent boarding. Board- 
ing is defined to include those living with their employer, 
— obviously a very important inclusion when servants 
and waitresses are concerned. Omitting these workers, 
we have 905,000, of whom 80.9 per cent are living at 
home 14.4 per cent as heads of families, 33.7 per cent 
living with their fathers, 15.5 per cent with mothers and 
17.2 per cent with some other relative. Of the native 
born of foreign parentage only 12.3 per cent are board- 
ing; of native parentage 26.6 per cent; of the foreign 
born 22.6 per cent; and of negro women 17 per cent. 
There seems to be no significant variation in the per- 
centages living at home when the division is made by 
conjugal condition, except that of foreign born, and of 
negro, married and widowed women relatively small 
percentages are boarding. There is considerable varia- 
tion by cities, but only four cities, including Boston, 
show more than 25 per cent boarding. 

Of importance also is the number of breadwinners 
found in the families of which these workers were a part. 
Of the 905,000 women included, 70 per cent were living 
in families in which there were other breadwinners; 
among these, in 24 per cent there was one other; 20.8 
per cent, two others; and in 25 per cent at least three 
others. Considering only the single women, 73.6 per 
cent were living in families with other wage earners 
present. The percentage rises to 82.7 per cent for 
single workers of foreign parentage, and is 66.8 per cent 
for those of foreign birth. Of the 678,000 single women 
included, 19.1 per cent are boarding and but 6.5 per 
cent of those in homes are in families in which there is 
no other wage earner. It may be added in regard to 
the 19 per cent boarding, that it by no means neces- 
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sarily follows that they are all dependent entirely on 
their own resources. 

Investigation of the expenditure of earnings disposes 
effectively of the importance of the “ pin money” 
worker as a determining factor in wages. Recent 
reports are a unit in declaring that such workers are the 
rare exception; too few to seriously affect the general 
situation. Further, the investigations show conclu- 
sively that the larger part of the earnings of women liv- 
ing at home is turned into the family treasury. Thus 
in the Massachusetts report it is stated * that 78.5 per 
cent of the candy workers gave all they earned to the 
family; 20.3 per cent gave part. Among store workers, 
where the result is not affected by the presence in large 
numbers of foreign workers, 61.8 per cent gave all, 39.4 
per cent gave a part. It is noted that the age runs 
higher among these workers. The laundry workers 
make a similar showing: 60 per cent contribute all 
their earnings; 39.1 per cent a part. Figures for the 
glass industry * allow a nativity comparison. It is 
shown that 227 children, 16 years of age and over, con- 
tribute 86.4 per cent of their earnings to the family. 
The native born whites, of native parentage gave 81 
per cent; those of foreign parentage 85 per cent; and 
the foreign born, over 90 per cent. In the case of 
races of the newer immigration practically all the wage 
goes to the family treasury. Particularly in the case 
of the Slavs and Italians, it is declared “ a social custom 
for the mother of the household to act as treasurer, and 
to receive the earnings of the working members.” 


1 For example, the Massachusetts Report (pp. 79, 140, 175) found only 1.2 per cent 
among candy workers, 3.3 per cent of 2,276 store girls, and less than 1 per cent among 
the laundry employees. All reports seem a unit in presenting similar results. 

® Massachusetts Report, pp. 79, 140, and 318. Miss McLean gives useful percent- 
ages. See the pages noted above. 

* Bureau of Labor Report, vol. iii, pp. 527-528. This may be compared with the 
various reports of the Immigration Commission. 
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Some part of the wage may occasionally be returned to 
the older children. 

In the case of girls in stores and factories as covered by 
the Bureau of Labor Report ' the question of disposal 
of wages is correlated with age. It is rarely true in the 
various cities that the percentage of girls living at 
home who contribute no part of the wage rise to 5. 
Of women 25 years of age and older it is generally true 
that over 50 per cent give all their earnings. In New 
York 76 per cent of 190 factory girls over that age con- 
tribute their entire wage. Younger girls, as would be 
expected, almost always show higher percentages.? 

It boots little to multiply illustrations, for the con- 
clusion reiterated and enforced by the unanimous 
declarations of the investigation of many industries and 
localities, of the various nativity groups and races, and 
at all ages, is that the typical female workers are the 80 
per cent living at home and contributing the larger part 
of their earnings to the family treasury. The “ pin 
money ” worker is proven a false, if not a “ vicious ” 
theory. Twenty per cent of the girls at most are inde- 
pendent workers. The remainder—a_ proportion 
great enough to be controlling — are constituent parts 
of a close knit family group.* The pains of their labor 


1 See vol. v, pp. 19-21. 
2 The Connecticut Report gives the following results, p. 253. 


Contrisution To Famity Income 
NuMBER ALL “4 Part None 


Per Per Per 
No. cent No. cent No. cent 

Native White; 
Native Parentage 454 280 «61.6 164 36.1 10 2.2 
Foreign Parentage 887 620 69.9 259 29.2 8 9 
Foreign Born .... 660 493 74.6 163 24.7 4 6 
MP viv snksveesain 2,001 1,393 69.6 586 29.2 22 «i411 


* Cf. Report on Lawrence Strike, p. 20. ‘‘ These wages, however, are not pecu- 
liar to Lawrence. The wages of textile workers in that city are not lower than in most 
other textile towns. The plain fact is that the textile industry, so far as earnings are 
concerned, is in large part a ‘family industry.’ It gives employment to men, women, 
and children. The normal family of five, unless the father is employed in one of the 
comparatively few better-paying occupations, is compelled to furnish two wage earners 
in order to secure the necessities of life.’’ 





ee 





226 QUARTERLY JOURNAL OF ECONOMICS 


are reckoned in the sacrifices of the family; their earn- 
ings merge in the family income. Tho the effect of 
this condition has been well enough understood by the 
employers,' it has been misinterpreted on the basis of 
the “ pin money ” theory. It has not been recognized, 
or at least not accepted, in the current minimum wage 
reasoning. There, it has been postulated that the 
female worker is, or at least ought to be, an indepen- 
dent worker entitled to sufficient wages for full self- 
support. Any industry paying less is forthwith termed 
parasitic. However desirable this may be from an 
ideal standpoint, the actual situation is otherwise. The 
true social unit here is the family. It has a certain 
potential labor supply. Its members have certain 
desires for leisure, for education, for the various goods 
that make up income. They escape the pains of labor 
when possible, saving their necessary or strongly de- 
sired income. Normally, in the long run, workers can- 
not be secured for less than an income sufficient for full 
support at the established standard, including allow- 
ances for support in the period of youth and old age, 
for training and for the replacement fund. But tem- 
porarily the wage may fall in evil times to the minimum 
sufficient for the scantiest supply of food. The satis- 
faction of all other wants is deferred to a more favorable 
season. It is better to labor for the pittance than to 
starve. In the family a similar situation exists. The 
father’s wage is insufficient for the family needs at the 
customary standard. If the daughters were indepen- 
dent units in the labor supply and if there was no pres- 
sure of economic necessity, the wage offered must be as 
large as full support for the present and past years would 
require. But since the family must maintain all its 


1 Butler, Women and the Trades, p. 346. ‘‘ We try to employ girls who are mem- 
bers of families,” a box manufacturer said to me, ‘ for we don’t pay the girls a living 


wage in this trade.” 
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members in any case, it takes stock of its available labor 
and sells at the market rate. As in the case of railroad 
transportation, the price may fall in the worst case near 
to the extra cost involved in performing the extra ser- 
vice. In this case this service is represented by the 
labor performed by the daughter. The family foregoes 
the payment for the period of youth and training. 
There is nothing to set aside for old age. Recreation 
is foregone; education neglected. The wage may be 
less than the necessary cost of the daughter’s support. 
But that support is a part of the irreducible “ fixed 
charges ”’ of the family treasury, and if the labor of the 
child will yield any contribution to the hard pressed 
exchequer of the family, it is accounted worth while 
—even necessary. This is quite as true and quite as 
well justified by the logic of the situation as the cut 
rate offered by the trafic manager of the bankrupt 
railroad. 

It is this bankrupt condition of the working families 
that dictates the entrance of youthful female workers 
into industry. It is severer pressure met by lower 
economic strength that causes an increase of the per- 
centage of females, 16 to 20 years of age and at work, 
from 20.8 per cent for the native born of native parent- 
age to 40 per cent for those of foreign parentage and to 
56.8 per cent for those of foreign birth.1 Wages are 
low for women at work primarily because, with the in- 
creasing pressure of population, and the influx of 
families bringing low standards of living joined with 
scant industrial efficiency, it becomes necessary for more 
members of the family to bear a portion of the family’s 
labor sacrifices and this through a longer term of years. 
The inevitable result is severe competition among these 
workers of lowest standards, least skill and efficiency, 


1 Census, 1900, volume on Occupations, p. cxviii. 
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and consequent low wages. Thus dictated by neces- 
sity, it is justified by results in the economics of 
the individual families. It is unjustifiable only from 
the larger viewpoint of its effect on the character of the 
national citizenship. It is from this viewpoint that it is 
attacked with the weapon of minimum wage laws, and 
rightly so. But there is certain loss involved in mis- 
interpretation of the character of the position attacked. 
One error of the forces backing this legislation lies in 
regarding each female worker as an independent labor 
unit. Instead the true labor unit is the family. Des- 
pite the change following the industrial revolution, 
solidarity and coéperation in the bearing of labor 
sacrifices are still the typical condition there. The 
wage of the working woman can only be understood 
when the interpretation is made on that basis. 


V. MinrmmuM WAGES AND THE POTENTIAL LABOR 
SupPPLy 


Closely associated with the above discussion of the 
effect of the family condition of working women on 
their wage is a further factor in the situation which 
minimum wage boards and commissions must consider. 
This is found in the presence of what may be called a 
potential labor supply. There are indications that in 
the case of female labor this supply may be very great. 
Thus a special study made of the adoption and aban- 
donment of occupations by native born white women, 
due allowance being made for deaths and migration, 
shows that the women aged 15 to 24 in 1890, and 
advanced to the age 34-39 in 1900, mate a loss of 24.5 


Saad 





1 Cf. Van Kleeck, Flower Makers, p. 72. ‘EB 


an important factor in the wage bargain, and signs are not lachiog to idheats s that the 
wage received is in inverse ratio to the pressure. It is the worker nearest starvation 
who is most liable to accept starvation wages,” and the complaint of the home worker, 
p. 110, “ Flowers is cheap work now. The boss used to pay much better. But 
there’s always poorer and poorer people and they'll do it for less. They have a lot of 
children, and it don’t take them long to make a dollar. So they do it for less than us.”’ 
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per cent in the numbers of breadwinners.' In round 
numbers 274,000 more of these women abandoned the 
wage earning field, than adopted it, during that ten 
years. This loss is more than 5 per cent of the total 
number of women wage earners 15 years of age and over 
— 5,007,000 — returned in 1900. In the next age 
group, those 25-34 in 1890, there is a loss of 33,600, or 
7.5 per cent. In the next two, those 35-44 and 45-54 
in 1890, a gain of 18.3 per cent and 10.1 per cent re- 
spectively, and in the final period, — those 55 and over 
in 1890, — a loss of 4.6 per cent. The gain in the two 
periods mentioned is slight among native born women 
of foreign parentage, being 5.8 per cent and 5.7 per cent 
respectively — less than 4000 women. The gain at 
that age is explained as due, in large proportion, to the 
taking up, by widows of farmers, of the occupation of 
their deceased husbands. The conclusion is, that 
among native born women’ workers a net loss of well 
over a quarter of a million results from the abandon- 
ment of their wage earners’ status by those who had 
been so engaged in the ages 15 to 24. This loss is made 
good, of course, by the entry of new thousands of 
young girls. It is quite within the possibilities that a 
rise in the wage offered, from the existing rates to a 
minimum wage of $8.00 or $8.50, may induce no incon- 
siderable percentage of those native born women to 
postpone their abandonment of industry and lengthen 
the period of labor. 

Further possibilities are disclosed by examination of 
the percentages of women at work in the various age 
and nativity groups previously quoted. If the native 
born of native parentage had furnished in 1900 as high 
a proportion of female workers aged 16-35 as did those 
of foreign parentage the net increase would have been 
over 890,000 workers. If the percentages were those 

1 Statistics of Women at Work, 1900, p. 24. 
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of the foreign born, the gain would have been over 
1,220,000. Raising the percentage of those of foreign 
parentage to these highest percentages gives a further 
gain of 134,000 women at work. The total number 
returned in 1900 was but little over 5,300,000. At 
existing wages a considerable percentage of native born 
young women find it desirable to devote their time and 
energy to other pursuits than industry. They enjoy 
greater educational opportunities. They constitute 
America’s great leisure class. They serve in the homes 
and in social agencies of various sorts. Necessity does 
not compel them to leave the home; nor do the wages 
proffered attract them. But it is entirely possible, 
even largely probable, that the enhanced wage con- 
templated by our minimum wage laws and boards may 
draw some part of this labor supply, at present unex- 
ploited, into the industrial ranks for longer or shorter 
periods. These potential laborers are the most efficient 
workers, rather than the least. More highly endowed, 
they are also better trained and have the advantage of 
larger opportunities. What would bet he result if, 
through the attractiveness of the higher wage scale, 
members of this potential labor supply enlarge the in- 
dustrial ranks to the extent of even one per cent? It 
would seem that it might easily do more. 

A final suggestion may be made, tho in the present 
regrettable state of our information it cannot be statis- 
tically supported. There is good reason to believe that 
a considerable proportion of our women at work are not 
full time workers. The Census of 1900 showed that of 
women in domestic service, manufacture and trade, 
over 18 per cent were unemployed some part of the 
year; that more than half of these workers were idle 
over three months and 16 per cent from 7 to 12 months.! 


1 Such casual workers are reported in the millinery trade of Kansas City. The 
season is three months long in spring and fall. Girls come from town and country and 
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We need comprehensive data showing what proportion 
of our female workers are employed but part of the year 
and this at their own motion. The worker under pres- 
ent conditions for three or six months in times of 
exceptional demand, and so of unusually high wage, 
might easily become a full time worker if the minimum 
wage movement reaches its expected result. For the 
desired legal wage is probably near the present excep- 
tional wage of these part time workers. The character 
of the labor force attracted by canning factories, hop 
picking and other seasonal employments suggests that 
this may be a factor of considerable importance. The 
census figures suggest that it might add as much as 5 
per cent to the entire female labor force. Higher 
wages then, legally enforced, may attract additional 
female workers of exceptional efficiency through the 
lengthening of the period of employment, by drawing 
more largely on the ranks of the nativity groups at 
present least numerously represented and by transfer- 
ring part time into full time workers. If in any or all 


remain in their homes during the “ off season.” In the Oregon report, p. 34, speak- 
ing of the canneries; ‘‘ They employ a class of women, often mothers of households, 
who do not work away from home the other six months of the year.’’ In the Wash- 
ington Report, p. 28, “it is well known that a certain per cent of women who work in 
fruit canneries are merely ‘summer workers,’ women in families who wish to help 
out the income by this extra work.”” Van Kleeck, Flower Workers. p, 57; ‘‘ The ‘ cheap 
and docile home workers’ after the long dull months when they have no work... . 
are eager to toil until late at night, producing in a short time enough goods to supply 
the market for the season.” 

| A further possibility is the substitution of men for women. That a wage of over 
$8.00 might attract certain immigrant races is cl8ar. The following figures are for 
males 18 years of age and over engaged in manufacturing and mining; — 





Aver Per cent Earning 
Race No. Weekly Wage Under $7.50 
Greeks ...... 4,154 $8.41 45.1 
So. Italian ... 7,821 9.61 24.4 
Portuguese... 3,125 8.10 45.8 
Syrians ...... 812 8.12 45.8 
Turkish ..... 240 7.65 57.5 
All Foreign Born 139,610 $11.92 9.9 


Of nearly 140,000 foreign born 36.8 per cent earned under $10.00. A slight advan- 
tage in efficiency would make them acceptable over women at $8.50. Imm. Comm. 
Report, vol. i, p. 375. 
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of these ways the active labor force is increased even 
so much as two or three per cent the pressure on the 
newly established standard would be great — perhaps 
unsupportable. This would come about through the 
loss of employment by a corresponding percentage of the 
least efficient workers. 


VI. Conciusion (OF ARTICLE) 


This study, then, indicates a broadening of the field of 
woman employment in trade and a continued progress of 
the industrial revolution that makes certain the growing 
importance of female wage earners in American indus- 
tries. It shows that perhaps 15 per cent of such wage 
earners actually earn less than $4.00; 50 per cent less 
than $6.00; and 75 per cent less than $8.00. There is 
an average loss in wage of perhaps 10 per cent in each 
week due to lost time and a further loss, perhaps as 
great, due to seasonal and monthly unemployment. 
Actual earnings then are much below the proposed 
legal wages of $8.00 per week or more. Local reasons 
for low wage are found in the immobility of the female 
labor force. General causes are the youthful character 
of the force, signifying inefficiency; the temporary 
nature of women’s work, meaning inexperienced workers; 
the unrestrained competition of the youthful foreign 
born and newly immigrated in numbers out of pro- 
portion to the total numbers of the nativity group, 
introducing low standards of wage and living; and in the 
fact that women, or girls, at work are constituent 
members of families and their wage a subsidiary 
source of family income. In those families driven by 
the severest economic pressure the wage accepted for 
the unskilled female laborers is analogous to the rate 
accepted by the traffic manager of a bankrupt railroad 
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for low grade freight. Anything that yields any con- 
tribution over extra-expense incurred for the families’ 
“fixed charge,” 7. e. their general cost of living, is 
acceptable. 

The disabilities of the women workers might almost be 
reduced to one — lack of skill. In the total labor 
force they form a separate non-competing group lower 
than any male group. How severe is this handicap — 
lack of skill — is indicated by very important and signif- 
icant statistics from Pittsburgh. These recognize 
that very nearly identical processes run through many 
fields of women’s employments. The following table 
is constructed on the basis of skill: 


NuMBER OF WoMEN IN Various OccuPaATION GROUPS 





Kind of Work No. of Women Percentage 
I oorciscs cic cis cccees 139 8 
RA Serre re 305 1.9 
Hand work requiring dexterity . 3,641 23.2 
Machine operating ........... 4,885 31.1 
RS ae 2,188 13.9 
Wrapping and labelling ....... 2,118 13.3 
Hand work requiring no dexterity 2,475 15.8 

15,751 100.0 


The skilled workers are the millinery trimmers and 
telegraph operators; possessors of a handicraft are 
stogie makers, expert workers in millinery houses and 
fine ironers in laundries. All told these constitute less 
than 3 per cent of the 15,751 workers included. Here 
then is a final suggestion of needed support to the 
minimum wage movement. There should be deter- 
mined efforts to raise the legal age of entering employ- 
ment; * to limit the numbers of the newly immigrated 


1 Butler, Women and the Trades. This table appears on p. 369. The total is 


corrected. 
2 Such a movement, intended to raise the age limit to 16 years, is reported in Illinois, 
where its passage may precede minimum wage legislation. 
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sending youthful and highly inefficient workers with 
low standards of living into our industries; and there 
should be a realization of the fact that women wage 
earners are ill paid because they are unskilled workers. 
This condition must be met by trade training. There 
can be no question that the minimum wage movement 
is correct in principle. But that the nine American 
states which have already legislated, even if joined by 
as many more, can at once raise the wage rates over 
$8.00 * per week seems problematical. In addition to 
the great gap between actual earnings and the proposed 
wage rates, there is the too little understood factor of 
potential female workers. These are of higher efficiency 
and may be attracted in very considerable numbers by 
the proposed higher rates. In any case such states will 
do well to support minimum wage legislation with the 
further measures suggested above. 


C. E. Persons. 


WasHINGTON UNIVERSITY, 
Sr. Louts. 


1 This was clearly stated in the Oregon report, p. 24. ‘“ Lack of training un- 
doubtedly has much to do with inefficiency. This is a burden which must be assumed 
by society at large and disposed of by some kind of industrial training for girls as well 
as for boys. Until education of this sort is compulsory, some of the evils of low 
efficiency will remain.” 

2 It seems clear that we have here an attempt to establish a rate ‘‘ substantially 
higher” than the market rate. See the discussion in Taussig’s Principles of Eco- 
nomics, vol. ii, pp. 299 et seq. 
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THE CONTEST IN CONGRESS BETWEEN 
ORGANIZED LABOR AND ORGANIZED 
BUSINESS 


SUMMARY 


The Clayton anti-trust act a landmark in the struggle, 235. — Em- 
ployers organize to resist trade unions, 236. — Necessity of carrying the 
struggle into politics and legislation, 236. — Bearing of the Sherman act 
upon the situation, 237. — The National Association of Manufacturers, 
its growth and activities, 238. — The activities and disclosures of Mul- 
hall, 240. — The American Federation of Labor goes into politics, 244. — 
Parliamentary tactics, 246.— The National Council for Industrial 
Defense, 247. ——- The American Antiboycott Association and the legal 
phase of the struggle, 249. — Victory at first with the employers, 249. — 
Organized labor begins to make gains after 1908, 251. — Three types of 
“labor ” bills, 254. — Progress in legislation with all three types, 255. — 
Labor sections in the Clayton act, 258. 


THE recent passage of the Clayton act is an important 
landmark in the struggle for the contro] of Congress 
which has been going on between the forces of organized 
labor and organized ‘‘ business ”’ for the past ten years. 
The protagonists in this struggle have been, on the one 
hand, the American Federation of Labor, aided by the 
great railway brotherhoods; and, on the other hand, 
the National Association of Manufacturers, aided by the 
National Council for Industrial Defense and the Ameri- 
can Antiboycott Association.! 

In a sense, the struggle dates back to the eighties, 
tho the more formal phase which I shall try to describe 
began in 1903. Brief reference to this earlier period 

1 For brevity these organizations will hereafter be known respectively as the A. F. L., 


the N. A. M., the N. C. I. D., and the A. A. A. 
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suffices for understanding the more recent develop- 
ments. The growing power of the trade unions had 
reacted in the formation of employers’ associations. 
The first of these of which I find record was the Stove 
Founders’ National Defense Association, organized in 
1886. This was followed in the next decade by many 
others. Two types may be recognized. One type, like 
the association just mentioned, was organized along 
“ industrial ”’ lines, 7. e., extending over a given indus- 
try, and was designed partly for general trade interests 
and partly to deal with the trade unions organized along 
parallel lines. The other type was made up of em- 
ployers simply as employers, without reference to their 
line of business. These took the name of “ Citizens’ 
Alliance,” ‘“ Citizens’ Industrial Association,’ ‘ Em- 
ployers’ Association,” ‘‘ Manufacturers’ Association,” 
followed by the name of the state or city in which they 
operated. A list of some two hundred organizations, 
made up of both types, was submitted to the House 
investigating committee in 1913. Through these 
organizations the collective demands of labor were to be 
met by collective resistance. The strike, the boycott, 
and the picket were to be met by the lockout, the black- 
list, the employment bureau with registration of 
laborers, ‘“‘ fake” unions, strike funds, professional 
strike breakers, and spies. 

Now behind all of these more or less militant activities 
is the state. It determines and attempts to enforce the 
conditions of the contest. If the trade union is to use 
the strike, the picket, and the boycott, they must be 
legal. It is therefore inevitable that both parties 
should at least endeavor so to shape legislation as to 
make possible the free use of their respective methods 
of industrial warfare. But in applying this general 
principle to the congressional struggle we must remem- 
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ber that our legislation in the past has been conceived 
in harmony with an industrial order based upon the 
theory of free competition. Under free competition, 
usually, employers already have the advantage. Hence 
it is for their interest to maintain the status quo; and 
hence, in the congressional struggle, we find them 
uniformly on the defensive, while the trade unions are 
uniformly on the aggressive to secure new legislation.' 

Coming now to the concrete events of the struggle, 
we have to note that the position of organized labor was 
made more insecure by the passage of the Sherman act 
in 1890. This act unquestionably sprang from fear of 
capitalistic rather than labor monopoly. Indeed, as the 
bill first passed the Senate, labor organizations were 
expressly excluded from its condemnation; but it was 
re-referred to the Judiciary committee, and when it 
emerged this exempting clause had disappeared. The 
labor people were assured that it did not apply to them; 
nevertheless, Mr. Gompers was apprehensive, and, as 
we shall see, with good reason. Under the common 
law, contracts in restraint of trade were simply unen- 
forcible; under the Sherman law, combinations enter- 
ing into such contracts became criminally liable. 
Might not the courts hold a trade union, especially in 
the exercise of the strike, the picket, and the boycott, to 
be a conspiracy in restraint of trade ? 

It was many years, however, before this question was 
put to the test. In the meanwhile the opposing forces 
devoted their energies to strengthening themselves for 
the impending struggle. Under the leadership of Pres- 
ident Gompers, the American Federation of Labor 


1 There are a few exceptions to this rule, as, for example, a bill introduced by Mr. 
Townsend of Michigan and opposed by the A. F. L., providing for the compulsory 
investigation of strikes: also a proposition looking toward the placing of the railway 
service and certain other public utilities on a quasi military footing, in which employees 
would be forbidden to strike. 
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gained rapidly in numbers. Organized in 1881, its 
membership in 1890 was a little less than a quarter of a 
million; by the beginning of the present century it was 
over half a million; at the end of the first decade, a 
million and a half, and now (1915) a little over two 
million. In estimating the strength of organized labor 
we must add to the above figures some half a million 
more for the membership of the railway brotherhoods 
and other labor organizations not affiliated with the 
A. F. L. but, in general, sympathetic with its purposes 
and ideals. Tho the A. F. L. disclaims any socialistic 
aspirations, its demands are sufficiently radical. The 
free right to use the strike, picket, and boycott to en- 
force collective bargaining, backed by a powerful 
organization with millions of members, might revolu- 
tionize the competitive order. Employers were justi- 
fied, from their point of view, in becoming alarmed. At 
any rate, they were alarmed and began to organize. 
Most important among the employers’ associations 
was the National Association of Manufacturers. It 
first appeared as a voluntary association in 1895, but 
was afterwards (1905) chartered as a membership cor- 
poration under the laws of the state of New York. It 
was not organized along the lines of any single industry, 
but solicited membership from individuals, partner- 
ships, and corporations engaged in all kinds of manu- 
facturing. Neither was it organized primarily for 
fighting trade unions. Its function was to assist manu- 
facturers in many interests which they had in common. 
It publishes two export magazines and a domestic 
magazine known as American Industries.'_ It conducts 
a foreign department for the purpose of building up 
1 The N. A. M., being a “ membership corporation ” has no authority to engage in 


any business for profit. The publishing b is conducted by an auxiliary corpora- 
tion, the National Manufacturers’ Company. 
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American export trade, and a legal department wherein 
advice is given to members on questions of corporation 
and state law. It maintains a foreign and domestic 
collection department. It is sustained by an annual 
membership fee of $50, and at present claims about 
4000 members, representing plants whose combined 
capital is about $10,000,000,000 and which employ 
about 5,000,000 laborers. 

Its aggressive campaign against organized labor 
dates from 1903. In the convention of that year, held 
in New Orleans, David M. Parry, the recently elected 
president, endeavored to arouse his fellow manufac- 
turers to a realizing sense of the dangers that awaited 
them. Especially was his animosity directed against 
the closed shop, the boycott, and the strike, and against 
all legislative efforts to exclude labor unions from the 
operation of the Sherman law and from liability to in- 
junction by the courts. During his term as president 
(1902-1906) he devoted his energies chiefly to the task 
of strengthening the organization. In this he was very 
successful, the membership increasing from about 700 
to a little less than 4000 during his term of office. The 
active management of the association was left almost 
entirely in the hands of the secretary, Mr. Marshall 
Cushing. From his headquarters at 170 Broadway,' 
Cushing directed a remarkable campaign. Just what 
all his activities were is known only to himself. His 
methods were subterranean and secretive. He refused 
to make detailed reports of his activities to his superior 
officers, and ultimately, on being given the choice, 
resigned from the association rather than make such 
reports (1907). It was testified before the House com- 
mittee that employees were recorded on his books by 
number instead of name, that they were not allowed to 


1 The present headquarters are at 30 Church Street, New York. 
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hand in any detailed expense accounts, that they were 
paid by checks made payable to “‘ cash ”’ or “‘ bearer ” 
which they were forbidden to endorse, and that he had 
on his pay-roll the private secretary of one of the 
United States senators, who kept him informed as to the 
contents of the Senator’s private correspondence. 

One of these employees, No. 11, was Martin M. Mul- 
hall, whose sensational disclosure of the activities and 
methods of the N. A. M. was published in the New York 
World and Chicago Tribune in the summer of 1913, and 
led to a most illuminating congressional investigation of 
the political methods both of the N. A. M. and the 
A. F. L.! Mr. Mulhall was first brought to Cushing’s 
attention in 1902 because of his success in organizing at 
Baltimore, in behalf of the Republican National Com- 
mittee, a “‘ Workingmen’s Protective Association ” 
which was alleged to be politically effective. He was 


1 The circumstances leading to this investigation are as follows. In the fall of 1911, 
Mr. Mulhall endeavored to engineer a deal between Mr. John Gardner, of the United 
States Brewers’ Association, and the Republican organization in Maine. Apparently 
Mr. Gardner was to render financial assistance to the Republican organization and 
incidentally assist in the election of a didate to Congress favorable to the N. A. M., 
in return for the resubmission of the Prohibition a d t to the Maine Constitution. 
Whether this project was instituted by Mr. Mulhall as a personal venture or was done 
with the consent and approval of his superior officers is uncertain. The testimony is 
conflicting. At any rate, this affair embroiled him with Mr. Littlefield, who is a pro- 
hibition Republican, and through Mr. Littlefield, with the Association. He was forced 
to resign his position. He had in his p ion a voluminous correspondence extending 
over nearly ten years and relating to the political and lobbying activities of the N. A. M. 
After his forced resignation he attempted to interest, first, Representative William B. 
Wilson, and then Mr. Gompers in the plan of using this correspondence as the basis of 
a disclosure of the practices of the N.A.M. Failing in his efforts in these directions he 
finally sold his “ story" and the entire correspondence to the New York World for 
$10,000, which paper made an agreement with the Chicago Tribune in accordance with 
which the matter appeared in both papers on the same day, June 29,1913. This sensa- 
tional article involved charges of corruption against several members of the House and 
Senate, and led to a thoro investigation of the whole matter by committees from each 
house. The hearings were comprehensive and extended through the whole summer. 
The charges were not substantiated, —at least, direct bribery and corruption were not 
proved: tho in the case of Mr. McDermott of Chicago, the House committee found 
him guilty of “ acts of grave impropriety, unb ing the dignity of the distinguished 
position he occupied.” It also found evidence of the sinister influence of the N. A. M.’s 
lobby everywhere in and about the Capitol. Its hearings cover 2936 pages, and its 
final report is to be found in the Congressional Record. The Senate hearings are even 
more voluminous. 
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employed two years later by the N. A. M. at a salary of 
$40 a week and $100 for expenses, and instructed, as one 
of his duties, to continue the formation of similar asso- 
ciations elsewhere for the benefit of his new employers. 
These Workingmen’s Protective Associations were 
made up of groups of workingmen assembled into loose, 
ephemeral organizations just before a political cam- 
paign, dissolving when the campaign was over. In the 
Mulhall expense accounts submitted to the N. A. M. and 
paid by it are numerous items such as these: “‘ Paid to 
one member of the Retail Clerks’ Union, $40”’; “‘ Paid 
to one member of the Silk Weavers’ Union, $30.” 
Apparently it was Mulhall’s policy to seek out trade 
union men whom he judged to possess the right qualities 
of heart and mind and induce them for a substantial 
consideration to organize their fellow workmen into 
these temporary political clubs. Just what arguments 
they were to use with their fellows does not appear. 
The name suggests that the ostensible purpose may have 
been the maintenance of the protective tariff. But 
whatever the ostensible purpose, the real purpose was 
to secure the election of the candidate — usually 
Republican — whose economic views, especially in 
regard to labor matters, were known to be in harmony 
with those of the N. A. M. 

“ Usually Republican,” Isay. The N. A. M. was not 
partisan. If the Democratic candidate was more fully 
committed to its views than thé Republican, he received 
its active support. Indeed, on one occasion it secretly 
supported one Hubschmit, a Socialist, in the hope of 
drawing away Democratic votes. Nevertheless, ad- 
mitting exceptions, the Republican party was felt by 
the association to represent its position more cheerfully 
and whole-souledly than the Democratic, and hence 
there was a growing tendency for the lines of political 
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cleavage to coincide with the lines of economic cleavage. 
Mr. Taft was frankly the candidate of the N. A. M. and 
Mr. Wilson that of the A. F. L. in the presidential 
campaign of 1912. 

Mr. Mulhall’s activities in behalf of the N. A. M. were 
not confined to the “ field work ” above described. He 
was also employed as a lobbyist in Washington. In 
this capacity he was under the direct supervision of Mr. 
James A. Emery, counsel for the National Council for 
Industrial Defense — an organization whose relation to 
the N. A. M. will presently be described. He procured 
bills, documents, reports; secured the dissemination of 
campaign literature under the franks of friendly con- 
gressmen; and professed to obtain advance information 
on all matters pertaining to labor legislation. He was 
assisted in these activities by I. H. McMichael, the 
chief page of the House, whom he paid under the 
authority of his employers $50 a month for his services. 
He also obtained a room in the Capitol building to assist 
him in carrying on his lobbying activities; but this was 
his own venture, and apparently was not approved by 
his employers. 

If one were to take the Mulhall letters at their face 
value, one would suppose him to have been a person 
of influence and consequence with congressmen. He 
professes to have dictated for his employers the appoint- 
ment of friendly congressmen on committees and sub- 
committees, to have secured the reference of undesired 
bills to “ safe’? committees (7. ¢., committees which 
could be trusted not to report them), to have induced 
members of Congress to absent themselves both from 
the floor of the House and from committees when im- 
portant votes were to be taken, and so on. The evi- 
dence clearly shows that Mr. Mulhall entertained an 
exaggerated opinion of his own powers in these respects. 
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But the evidence also shows that his employers believed 
him to exercise these cryptic influences and held him in 
high esteem precisely because they so believed.' He 
was retained in the employ of the associaticn until the 
close of 1911. During the fall of that year he fell from 
grace because of a political indiscretion and was con- 
sequently discharged. 

The political activities of the N. A M. were not all of 
the subterranean character suggested by the Mulhall 
and Cushing campaigns. It used the Chautauqua 
platforms for disseminating its philosophy and appeared 
by counsel before congressional committees when 
public hearings were granted. Its magazine, American 
Industries, was of course circulated as widely as pos- 
sible. It endeavored to interest the college world in its 
propaganda. Its secretary, Mr. Schwedtman, made a 
carefully prepared address before the joint session of the 
American Association for Labor Legislation and the 
American Economic Association at the St. Louis meet- 
ing in 1910, and after the address endeavored to indoc- 
trinate a number of college professors with his views. 


1 Mr. Bird, general manager of the N. A. M., was asked, ‘‘ Would not you, as manager 
of your association, have been perfectly satisfied if Mr. Mulhall could have done what 
he was pretending todo?" He replied, ‘‘ If he could have done it, he would have been 
a wonderful man and I would have been entirely satisfied.”” — House hearings on the 
Lobby, page 2087. And later, the question being of Mr. Mulhall’s having induced 
thirteen b of Cong! who had previously voted with Hughes on the Hughes 
amendment (see page 256) either to absent themselves or vote against it, Mr. Bird, on 
being asked whether he thought that was the proper thing to do, replied: ‘‘ On the 
Hughes amendment? I should say yes: absolytely right, and they ought to have 
monuments built to them if they stayed away.” ‘‘ Whatever the inducements were ?” 
“I do not care what the inducements were. It is a question of what is the manufac- 
turer or the merchant or the consumer going to have in the way of legislation. And if 
those thirteen men saw the light of day from any effort by Colonel Mulhall, I will 
retract everything I have ever said about him, and God knows I have said enough.”’ — 
Ibid., p. 2090. There was at one time a proposition to elect Mr. Mulhall to Congress. 
The following is from a letter from Mr. Kirby to Mr. Bird: ‘‘ Now, I have no doubt but 
that the Colonel not only could get the nomination, but also could be elected to Congress, 
and I am wondering where he would be useful to us. He certainly would be like ‘ the 
Thompson door plate,’ a ‘ handy thing to have in the House,’ but I should hate very 
much to lose his services and influence on the outside. Really, I do not know how we 
could replace him.” — Ibid., p. 2222. 
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It exerted pressure to secure the appointment of Pres- 
ident Butler of Columbia and Professor Laughlin of the 
University of Chicago on the Commission on Industrial 
Relations authorized by act of Congress in 1912. It 
also endeavored to secure the appointment of its secre- 
tary, Mr. Schwedtman, on the same commission. It 
used the “ back-fire”’ method with effect. At the 
Republican National Convention in 1908, Mr. Gompers 
was on hand with a demand for labor planks in the plat- 
form. Mr. Van Cleave, president of the N. A. M. from 
1906 to 1909, Mr. Emery, and Mr. Mulhall were also 
there to represent the interests of organized business. 
There was evidently some wavering on the part of the 
committee on resolutions. The arguments of Mr. 
Gompers were very persuasive. But the “ back-fire”’ 
methods of the manufacturers proved more so. Mr. 
Van Cleave and his associates claim to have engineered 
the sending of 20,000 telegrams at the psychologic 
moment from employers all over the country, and the 
obnoxious labor planks demanded by Mr. Gompers were 
thrown out. 

All of this political activity on the part of the N. A. M. 
soon developed its logical result: it compelled its rival 
to do likewise. Hitherto the A. F. L. had “ kept out of 
politics ” or, to quote Mr. Gompers, political activity 
had been “ sporadic rather than systematic.” Politics 
and religion had been subjects tabu in all union meet- 
ings. But now in 1906, finding all of its attempts to 
secure legislation successfully baffled, and observing the 
growing power of the employers’ associations, it delib- 
erately resolved to go into politics and elect men 
pledged to its ideas. Several courses were open. It 
might have formed an independent labor party; it 
might have cast its lot with the rising Socialist party; 
it might follow the lead of its rival and play one of the 
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great parties against the other. The last named course 
was chosen. 

A bill of grievances was drafted, signed by the full 
executive council, and addressed to President Roosevelt, 
Senator Frye (president pro tempore of the Senate), and 
Speaker Cannon. The document embodied specifically 
labor’s demands for legislation, and closed with these 
signifizant words: ‘‘ We present these grievances to 
your attention because we have long, patiently, and in 
vain waited for redress. ... Labor brings these its 
grievances to your attention because you are the repre- 
sentatives responsible for legislation and failure of 
legislation. ... Labor now appeals to you and we 
trust that it may not bein vain. But if, perchance, you 
may not heed us, we shall appeal to the conscience and 
support of our fellow citizens.” At this time also it 
adopted a form of words which it has used ever since as 
a slogan. ‘ Let organized labor’s slogan live in its 
deeds — stand faithfully by our friends; oppose and 
defeat our enemies, whether they be candidates for 
President, for Congress or other office, whether execu- 
tive, legislative, or judicial. Men of labor, stand 
true!” | 

The lines of action adopted by the A. F. L. to make 
its political policy practically effective were as follows. 
Its representatives appeared before the national party 
conventions, demanding “ labor,” planks in party plat- 
forms. Through its legislative committee (a standing 
committee appointed expressly for this purpose) and its 
official organ, the American Federationist, it kept all of 
its scattered members informed of the labor bills before 
Congress and of the votes of their Representatives in 
Congress on these bills. It endeavored, whenever 
possible, to secure the election to Congress of labor 
members, 1. ¢., bona fide union men holding union cards. 
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It is non-partisan in the same sense as its rival. On the 
vital question of determining in a given district which 
candidate should be supported and which opposed, the 
policy has been to leave the decision to the local organ- 
izations in the district. They were kept informed, in 
the manner stated, of the candidate’s record; then, if 
invited, the Federation sent out speakers and organizers 
and disseminated campaign literature. Like its rival, 
it often used the franks of friendly congressmen for the 
last purpose, and, like its rival also, it used the “‘ back- 
fire’ method effectively. The funds for carrying on 
these campaigns were raised by contributions from the 
entire membership. About $8000 were so raised in the 
campaign of 1908. In 1912, however, the policy of 
raising funds was abandoned.! 

The parliamentary tactics following the aggressive 
attitude of these formidable rivals were curious. The 
Republican party, which was responsible for legislation, 
felt that labor bills must not be allowed to go through. 
The party “ war-chest ’”’ was too dependent upon cam- 
paign contributions from business men; and probably 
most of the members honestly disapproved of what 
seemed to them paternalistic meddling, or “ class” 
legislation. Individual congressmen, however, were 
placed in a delicate situation; especially if they repre- 

1 Mr. Gompers gives as a reason for this change of policy that it was putting a 
weapon in the hands of their enemies. ‘‘ The men of labor were never so active,” he 
says, “in any political campaign as they were in the campaign of 1908, but our very 
publicity, our very activity, was turned by the representatives of the National Associa- 
tion of Manufacturers and by the men of vested interests to their own account. In 
other words, men who were, say, opposed as a matter of party principle, probably, to 
the election of Mr. Taft, were driven into supporting Mr. Taft because as the National 
Association of Manufacturers declared every t they had the opportunity, the 
country would go to the damnation bow-wows if Mr. Taft should be beaten and Mr. 
Bryan elected.” House Hearings on the Lobby, page 2472. Perhaps, also, the growing 
strength of the Socialist movement within the A. F. L. may have had something to do 
with this change of policy. The Socialist members would be opposed on principle to 
the policy of contributing to the election of any candidate other than a socialist. In 


the election for president of the A. F. L. in 1912, Max Hayes, the candidate of the 
Socialist members, polled 5,073 votes against 11,974 for Mr. Gompers. 
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sented a labor district. They must display a consuming 
zeal for “labor” by tongue and by pen in order to 
stand a chance of being elected at all. They might even 
pledge themselves to vote for specific bills, if opportu- 
nity offered. But the bills must not get through. A 
masterly policy of ineffective activity was thus indicated 
as meeting the situation. Bills were permitted to pass 
the House with the understanding that they would be 
lost or smothered in the Senate, — Senators not being 
quite so dependent on the popular vote. Bills were 
referred to committees and by them to sub-committees 
from which they were never to emerge. Committees 
and sub-committees were not called together by their 
chairmen or, if called, could not muster a quorum. 
Extended and dilatory hearings were granted. Labor 
bills were emasculated by “ jokers.” Speaker Cannon, 
always loyal to the interests of the employing class, 
made up the Labor and Judiciary committees so that 
they would be a graveyard of all labor bills. 

The effective etherization of labor bills was the special 
function of the National Council for Industrial Defense. 
The N. A. M. itself was not altogether suited for this 
purpose. It had been organized for many purposes 
besides attacking labor unions, and some of the members 
might protest were it to appropriate money, raised from 
their annual dues, to this object. Moreover, it was not 
so broadly representative as it might be. As we have 
seen, it was only one, tho perhaps the most powerful 
one, of a great number of employers’ associations, which, 
however they might differ in other respects, had one 
thing in common, antagonism to certain forms of labor 
legislation. It occurred to the officers of the N. A. M. 
that all this latent power might be brought to a focus. 
As early as 1904 an effort had been made to form such 
a representative organization under the name of the 
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Citizens’ Industrial Association of America, but the 
form of organization did not prove wholly satisfactory. 
Accordingly in August, 1907, on the invitation of Mr. 
Van Cleave, then president of the N. A. M., a conference 
was held of representatives of about a dozen of the most 
powerful of these employers’ associations. As a result 
of several such conferences a very loose form of volun- 
tary association, known as the National Council for 
Industrial Defense, was devised. This Council consists 
of a self-perpetuating committee of three, — a chair- 
man, a treasurer, and a counsel. The chairman and 
treasurer have as a matter of fact been the chief officers 
of the N. A. M., and from the beginning Mr. James A. 
Emery has been retained as counsel at a salary of $12,000 
ayear. The only connection between this self-perpet- 
uating committee and its clientele is this: a blank form 
of “ power of attorney ” was drafted, which all kinds of 
employers’ associations are invited to sign through their 
proper officers, entrusting to Mr. Emery full authority 
to represent them in all matters pertaining to labor 
legislation, state and national. There is no stated 
fee, but the associations are solicited to subscribe to 
the necessary expenses of the Council such sums as 
they are willing to give. Thus the N. A. M., tho in 
reality the guiding spirit of the Council, is in appear- 
ance only one of some two hundred employers’ associa- 
tions that have given Mr. Emery authority to represent 
them. When Mr. Mulhall was in its employ, it sub- 
scribed half his time as its contribution to the funds of 
the Council. 

Encouraged by the success of its defensive fight 
against “ vicious class legislation”’ and the “ wicked 
labor trust ” the N. A. M., now resolved to force the 
fighting by an attack through the courts. For this 
purpose it had an organization ready to hand. Just as 
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the N. C. I. D. had been created for the purpose of 
fighting labor legislation in Congress and the state legis- 
latures, so the American Antiboycott Association had 
been created for attacking organized labor through the 
courts. This association dates back to 1902, and like 
the N. C. I. D. it raises funds and retains permanent 
counsel. Its purpose is stated to be, ‘“ the systematic 
interpretation, enforcement, and preservation of the law 
against boycotting, picketing, sympathetic and other 
unlawful strikes.” 

This attack materialized in the famous Buck’s Stove 
and Danbury Hatters’ cases. It is unnecessary here 
to go into details, tho it is interesting to note the 
significant fact that Mr. Van Cleave, who had just 
been elected president of the National Association of 
Manufacturers, was also the president of the Buck’s 
Stove Company. Both of these cases were more than 
mere trials to find out whether a specific defendant were 
guilty or innocent of offense under the law. They were 
test cases to determine the scope of the law, and as such 
were battles royal between the armies of organized labor 
on the one hand and those of organized business on the 
other. In both cases the expenses for the defense were 
borne by contributions from the entire membership of 
the A. F. L., and the expenses for the prosecution, by 
the A. A. A. As test cases also they were both fought 
through every conceivable device of appeal and retrial, 
and not until the present year (1915) has the last word 
been said. 

In the first round in both cases the employers won 
decisive victories. In December, 1907, Justice Ashley 
M. Gould, of the Supreme Court of the District of 
Columbia, granted a most sweeping order of injunction 
in restraint of the Buck’s Stove boycott, and about a 
year later Judge Wright, of the same court, for alleged 
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violation of this order, declared Samuel Gompers, Frank 
Morrison, and John Mitchell in contempt of court, and 
sentenced them respectively to a year’s, nine months’ 
and six months’ imprisonment. In February, 1908, the 
Supreme Court of the United States handed down an 
opinion that labor unions in the exercise of the boycott 
might come under the condemnation of the Sherman 
law, and in the fall of the following year the Hatters’ 
Union, on the strength of this opinion, was mulcted 
under the threefold damages clause of this act in the 
sum of $232,240 resulting from the boycott against 
Loewe & Company. 

At no time, from the standpoint of organized labor, 
had the situation looked darker than in 1908 in the 
months following the above mentioned handing down 
of an opinion by the Supreme Court. A few trade 
union members had been elected to Congress, it is true, 
and a few comparatively insignificant labor bills had 
been passed; but its opponents had been able to block 
successfully all really important legislation. They 
were thoroly organized in three powerful associa- 
tions, each specialized to secure the maximum efficiency. 
They possessed wealth and the aggressive virility of 
habitual mastership, and that advantage of position 
which comes from being obliged to maintain a generally 
accepted social and legal philosophy; while the labor 
people were under the necessity of indoctrinating the 
community with a new one. Moreover, in the mere 
matter of membership, the Federation seemed to have 
reached high water mark. After 1904, the membership 
actually declined, and the record of that year was not 
again attained until 1911. And now in quick succession 
came three body blows from the courts: the boycott 
could be restrained by judicial order, violators could be 
summarily punished for contempt, and labor unions 
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could be mulcted in heavy damages under the Sherman 
law. 

But the situation, tho grave, proved stimulating 
rather than crushing. Organized labor redoubled its 
efforts. A conference was called in Washington, and 
labor’s demands in the form of specific bills were pre- 
sented to Congress. The dominant party was informed 
that a vote to adjourn without passing these bills would 
be considered a hostile vote. A vigorous “ back-fire ” 
campaign was instituted and letters began to pour in 
from all parts of the country demanding the passage of 
these bills. The legislative committee was enlarged 
and a canvass of the entire House was made. Two 
hundred and fifty members pledged themselves to vote 
for these bills, if opportunity offered. Demands were 
made at all the national party conventions for labor 
planks in the party platforms. 

From this time the tide began slowly to turn. The 
membership of the A. F. L. increased steadily after 
1909, — about half a million in five years. Altho, as 
noted before, it failed to secure satisfactory planks from 
the Republican national conventions, beginning with 
1908, it was successful with the Democrats and later, 
in 1912, with the Progressives. The Socialist platform 
is, of course, a labor platform throughout. As a result 
of the campaign of 1908 the Republican majority in the 
House was reduced, in 1910 the Democrats gained 
control of the House, and in 1912 of the entire govern- 
ment. The “labor group” in Congress steadily 
gained in numbers. In the present Congress (sixty- 
third) there are sixteen Representatives and one Sena- 


1 Of course, I do not assert that the political activity of the A. F. L. is solely respon- 
sible for these Democratic gains. I believe it to be, however, an important contributing 
factor. 

The election of 1914, held since the above paragraph was written, indicates a 
reaction. The Democrats still control the House, but by a reduced majority. How- 
ever, the ‘labor group” has been increased by one member. 
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tor holding union cards.!. Unwilling testimony to the 
growing power of the A. F. L. may be extracted from the 
correspondence of the “enemy.” April 26, 1912, Mr. 
Emery writes to Mr. Kirby (the president of the 
N. A. M., following Mr. Van Cleave): “ The time is 
almost at hand when the sixteenth amendment will 
provide for the possession of a union card by the Pres- 
ident.” And again (March 7, 1913): “ Be cheerful — 
remember that the worst is yet to come, and the chances 
are that next year you will have to resort to the initia- 
tive to retain your position in the Dayton Manufacturing 
Company, and probably within ten years you and I will 
hobble up Pennsylvania Avenue to present to a female 
Congress assembled at the Capitol a petition for the 
return of male suffrage.” Mr. Emery is a vivacious 
writer, disposed to give a humorous turn of expression 
to his discomforture; but these whimsical utterances 
indicate the bitter consciousness of losing ground. It 
is to be noted that the initiative and referendum and 
equal suffrage for women are on the legislative program 
of the A. F. L. 

Three incidents will serve to illustrate the economic 
pressure in our national politics. Mr. Bannon of Ohio, 
was in 1908 chairman of a sub-committee having in 
charge an amendment to the Sherman act, offered by 
Mr. Wilson of Pennsylvania, exempting labor unions 
from its condemnation. He refused to call his com- 
mittee together; the labor unions in his district were 
informed of his inaction; and as a result he was defeated 

1 The following figures give the number of “‘ union card" members elected in the 


successive Congressional elections since the A. F. L. adopted its policy of political 
activity: 


Representatives, 6 in 1906 Senators, 1 in 1912 
‘10 “ 1908 1 “ 1914 
15 “ 1910 
16 “ 1912 


17 “ 1914 
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for renomination at the primaries. Mr. Gardner of 
New Jersey, had entered Congress as a “ friend of 
labor; ” indeed, when he was appointed chairman of the 
Committee on Labor, it was upon the recommendation 
of Mr. Gompers. He prepared several eight-hour bills. 
On one occasion, however, for permitting one of these 
eight-hour bills to be reported from his committee he 
was “‘ severely castigated by Speaker Cannon.” More- 
over, he discovered that Mr. Mulhall was organizing his 
district against him. From that time his attitude 
changed. Previous to 1910, he had been supported by 
the A. F. L., and opposed by the N. A. M., but in the 
campaign of that year the réles were reversed. A 
statement of his votes and failures to vote was prepared 
by the Federation and sent to organized labor in his 
district. On the strength of this record his re-election 
was actively opposed by the forces of organized labor. 
He was actively assisted by the N. A. M. In the cam- 
paign of 1912, Mr. Wilson of Pennsylvania, one of the 
“labor group ” and a veteran champion in proposing 
and defending labor bills, was defeated for re-election 
through the political activity of the N. A. M. in his 
district. Labor was vindicated, however, by his 
prompt appointment as first secretary of the new De- 
partment of Labor in President Wilson’s cabinet. 

It would be interesting to trace in detail how this 
political activity on the part of the A. F. L. was re- 
flected in the increasing friendliness of each successive 
Congress to labor. But space will not permit. It is 
sufficient to note that the sixty-first Congress, elected 
in 1908, was more favorable to labor’s demands than 
the sixtieth; the sixty-second was more favorable 
than the sixty-first; and the sixty-third has already 
granted the Federation’s most radical demands, and 
favorable action is looked for on other bills. 
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The labor bills that have been introduced into all of 
these Congresses have been numerous and cover a great 
variety of subjects. They may be roughly classed under 
three heads. First, there is legislation of a general 
character, not specifically dealing with the wage-earner, 
but in the estimation of the A. F. L. advantageous 
to the interests of the wage-earning class, or giving 
to organized labor a position of strategic advantage. 
Under this head could be enumerated the constitu- 
tional amendments relating to the income tax and 
the popular election of United States Senators. In the 
same class would be put the parcels post, the postal 
savings banks, publicity of campaign contributions and 
expenses, equal suffrage for women, various Federal 
investigations (as, for example, the Industrial Relations 
Commission), the establishment of a Department of 
Labor, and modifications of parliamentary practice 
so as to prevent the smothering of labor bills.' 

Under the second head should be classed legislation 
specifically beneficial to wage-earners, whether union or 
non-union. Here should be put eight-hour laws, laws 
restricting immigration (especially Oriental immigra- 
tion), workmen’s compensation and employers’ liability 
laws, convict labor laws, child labor laws, and laws 
regulating dangerous trades. 

Finally, legislation is demanded which is distinctly 
union labor legislation — legislation which frankly 
accords a position of strategic advantage to organized 
labor, both as compared with the employer and the 
non-union competitor. Under this head are to be put 
the bills which the A. F. L. has pressed with the most 


1 House resolution 808 (June 17, 1910) was an important victory for organized labor 
against the abuse of smothering bills in committees. It provided that any member 
could make a motion in writing to discharge any committee from further consideration 
of any specific bill. Motions so made were required to be put to the House for passage 
by the Speaker in the order received. If the motion prevailed, this brought the bill 
before the House, where it would be debated and voted on. 
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intensity of earnestness and insistence: modifications 
of the Sherman law in such a way as to exempt labor 
unions from its condemnation, and modification of the 
judicial processes of injunction and contempt; the end 
and aim being to secure to organized labor the free and 
untrammeled use of its weapons of the strike, the picket, 
and the boycott. 

Legislation of the first two types needs little discus- 
sion. ‘The mere enumeration of the titles will at once 
suggest the progress that has been made. On nearly all 
the matters mentioned some legislation has been se- 
cured. In the matter of workmen’s compensation, 
indeed, the two great rival organizations found them- 
selves in approximate agreement. While differing in 
important matters of detail, both the N. A. M. and the 
A. F. L. favor the general principle of regulating by 
law the compensation which shall be paid to workmen 
injured by accident. 

Most significant is the progress made with legislation 
of the third type. In all of the Congresses to which 
reference has been made numerous bills relating to the 
Sherman law and to injunction and contempt have been 
introduced; but not all of these were approved by the 
A. F. L. In each Congress, out of the several bills 
introduced, one or more has been selected upon which 
the Federation has concentrated its efforts. In the 
sixtieth Congress the Wilson amendment to the Sher- 
man law and the Pearre anti-injunction bill were the 
Federation bills. Both measures got no further than 
the sub-committees to which they were referred. It 
was his refusal to call his sub-committee together on the 
Wilson amendment that cost Mr. Bannon his seat in 
Congress. In the sixty-first Congress, the Federation 
bills were an anti-injunction bill offered by Mr. Wilson 
und the Hughes amendment to the Sundry Civil Appro- 
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priation bill. The anti-injunction bill was intro- 
duced as an independent measure, and, fearing that he 
might not succeed by this method, Mr. Wilson also 
endeavored to have it incorporated, in part,as an amend- 
ment to the codification of the laws relating to the 
Judiciary when the latter measure was in committee. 
The amendment having been ruled “ not germane ”’ 
in the committee, Mr. Wilson tried it again from the 
floor of the House. The amendment passed the House 
but got no further. The Hughes amendment was of the 
nature of a rider attached to the Sundry Civil Appro- 
priation bill, providing that none of the money appro- 
priated under the act should be used for the prosecution 
of labor organizations for alleged violations of the 
Sherman law arising out of labor disputes. This 
amendment also passed the House, but was lost in the 
Senate. The bill then went to conference. The Senate 
conferees insisted on the rejection of the amendment but 
the House voted not to concur. Finally, however, 
because of executive pressure from President Taft the 
bill passed both houses without the amendment. 

The parliamentary career of the above bills has been 
given in some detail as illustrating not only the progress 
of labor legislation, but also the parliamentary tactics 
resorted to by both sides and the unremitting vigilence 
and pressure which were applied to Congress by the 
great economic rivals. No less interesting was the 
contest in the next Congress. The Federation bills 
were the Bartlett-Bacon bill, covering labor’s demands 
with respect to the Sherman law, injunction, and con- 
tempt; and, failing in that, two Clayton bills, covering 
the matters of injunction and contempt, and specifically 
“ legalizing ” the strike, the picket, and the boycott, 
but making no reference to the Sherman law. The 
Bartlett-Bacon bill was referred to the labor committees 
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in both House and Senate. This was contrary to prec- 
edent for such bills, but the Labor committees were 
thought to be more favorable to organized labor than 
the Judiciary. This was especially true of the House 
Labor committee, of which Mr. Wilson was chairman, 
and which contained several members of the “ labor 
group.” Mr. Emery, in behalf of the employers, at 
once endeavored to have the bills re-referred to the 
Judiciary committees... He was successful in the 
Senate, but not in the House. The Bartlett bill died 
on the House calendar. Its twin in the Senate never 
emerged from the Judiciary committee. Failing in all 
these bills the Federation made another attempt on the 
Sherman law by means of a rider to the Sundry Civil 
Appropriation bill similar to that tried in the preceding 
Congress, and here it fell short of victory by a very 
narrow margin. The bill with the amendment passéd 
both houses of Congress and was submitted to President 
Taft on March 4, 1913, and was promptly returned with 


1 “ T immediately got in touch with Mr. Clayton, Chairman of the House Judiciary 
committee,” says Mr. Emery in a letter to Mr. Kirby, “ and called his attention to the 
reference, and he expressed surprise, as he realized the bill should go to the Judiciary 
committee. . . . I thought I would appeal to Mr. Clayton's pride and he gave every 
evidence of being much displeased at the reference of this bill, and said he would take 
the matter up on the floor at once.” — House Hearings on the Lobby, p. 82. 

From ther letter touching the same matter: “‘ You know that for the past nine 
weeks our Democratic members of the Judiciary committee have been between the 
devil of Gompers and the deep sea of business protest against the legislation which they 
had voted out of the committee, but could neither frame a report to vindicate, nor 
gather the courage to report to the House. Becoming impatient our labor friends got 
anew bill.... Mr. Bartlett of Georgia introduced this bill in the House, and Senator 
Bacon of the same state in the Senate. Nowcomesthegame. The Bill was referred to 
the House committee on labor instead of the Judiciary committee at Mr. Bartlett's 
request. I called your attention to the fact that I aroused Mr. Clayton’s ire and he 
sought to secure a re-reference, to which Mr. Bartlett objected. ... The bill now goes 
to the House calendar and there will be some warm doings. I shall have a bulletin out 
on this interesting document shortly. It is interesting to observe that the difficult 
Constitutional questions which scared the Democratic Judiciary committee through the 
ropes are met with a courage unequalled by a miner, a hat maker, and a structural iron 
worker whose preliminary education has made them utterly fearless in the presence of 
any known legal problem! So unionists rush in where lawyers fear to tread. No man 








is so courageous as he who sits on a powder keg in the firm belief that it is filled with 
mustard seed.” — Ibid., p. 84. The above excerpts throw an interesting side light on 
the vigilence, the tactics, and the attitude of mind of the contending parties. 
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his veto, the veto being explicitly given because of the 
rider. The House passed the bill over the President’s 
veto, but before it could come up in the Senate the sixty- 
second Congress had expired. 

This brings us down to the sixty-third Congress 
(1913-1915). The Democrats were now in complete 
control of the government; and the Democrats had 
come into power pledged by their party platform to a 
labor policy which had been pronounced satisfactory 
by Mr. Gompers. The prospects, therefore, for favor- 
able labor legislation look bright, and these prospects 
have been realized. To confine ourselves to the partic- 
ular type of bill last mentioned, tho this is by no means 
exhaustive, the Sundry Civil Appropriation bill with 
the Sherman law amendment which had been vetoed 
by President Taft was reintroduced early in the special 
session and received President Wilson’s signature, 
June 23, 1913. This was recognized, however, by Mr. 
Gompers as only a makeshift. The efforts of the labor 
people have been chiefly concentrated on the Clayton 
bill, which apparently grants to organized labor its 
most essential demands. It has at last become law. 
It passed the House, June 5, 1914; the Senate, Septem- 
ber 2; then went to conference; and finally received 
President Wilson’s signature October 15.1. The act is of 
a composite character and deals with many other 
matters besides labor. The portions of especial interest 
in this connection are section 6, and sections 17 to 24 
inclusive. Section 6, relating to the Sherman law, is 
as follows: ‘“ The labor of a human being is not a com- 
modity or article of commerce. Nothing contained in 
the anti-trust laws shall be construed to forbid the 
existence and operation of labor, agricultural, and 


1 The Clayton act is also called the “ Anti-trust" act; its general provisions are 
discussed by Professor E. D. Durand in this Journal, November, 1914. 
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horticultural organizations, instituted for the purpose 
of mutual help, and not having capital stock or con- 
ducted for profit, or to forbid or restrain individual 
members of such organizations from lawfully carrying 
out the legitimate objects thereof; nor shall such 
organizations, or the members thereof, be held or con- 
strued to be illegal combinations or conspiracies in 
restraint of trade, under the anti-trust laws.’’ The other 
sections rigidly define and limit the power of the courts 
in granting temporary restraining orders and in issuing 
injunctions; limiting the period of temporary restrain- 
ing orders to ten days, providing for a hearing, and 
requiring security from the applicant for an injunction 
conditioned on the costs or damages of one wrongfully 
enjoined. The injunction must be specific in describ- 
ing the acts to be enjoined and the person or persons 
enjoined.'. Jury trial, at the option of the accused, is 
provided for in contempt cases. But the most radical 
matter relating to labor is contained in section 20. Here 
it is provided that, unless it is necessary in order to 
prevent irreparable loss of property, no injunction shall 
be granted in cases between employer and employed 
arising out of labor disputes concerning the terms or 
conditions of employment. It further provides that no 
injunction or restraining order shall prohibit persons 
singly or in concert from terminating any conditions of 
employment or persuading others to do so, or from 
attending at any place for the purpose of persuading 
others to abstain from working, or from ceasing to 
patronize or advising others to cease from patronizing 
parties to such disputes, or from peaceably assembling; 
and finally, it provides that none of the above acts 
shall be considered to be in violation of any law of the 
United States. 


1 This clause is designed to prohibit the “ blanket ” injunction, which was one of 
the chief grievances in the Buck’s Stove case. 
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The law has still to run the gauntlet of the courts 
both as to interpretation and constitutionality, and 
some uncertainty has been expressed in public comment 
on the act as to its interpretation. The insertion of the 
words “ lawful,” “ lawfully,” and “ peaceful ” in con- 
nection with the permitted activities of labor organiza- 
tions, and the proviso “ unless necessary to prevent 
irreparable injury to property or to a property right ” 
appended to the prohibition of the injunction in labor 
disputes will call for legal construction.t Doubtless, 
in its final interpretation, something will depend upon 
the use made by labor organizations of the rights ac- 
corded them under the law, and doubtless more will 
depend upon the drift of public sentiment and opinion 
as reflected in the election returns from now on. We 
may be sure that the employers’ associations will bring 
the matter before the courts and fight to the last ditch. 
But to the lay reader it appears to be the intent of the 
act to accord to organized labor, in so far as the matter 
comes within the Federal jurisdiction, the right to the 


1 That the reader may form his own opinion as to the intent of the law, section 20 
follows in full: ‘‘ That no restraining order or injunction shall be granted by any court 
of the United States, or a judge or the judges thereof, in any case between an employer 
and employees, or between employers and employees, or between employers, or between 
persons employed and p seeking employment, involving, or growing out of, a dis- 
pute concerning terms or conditions of employment, unless necessary to prevent 
irreparable injury to property, or to a property right, of the party making the applica- 
tion, for which injury there is no adequate remedy at law, and such property or property 
right must be described with particularity in the application, which must be in writing 
and sworn to by the applicant or by his agent or attorney. 

“ And no such restraining order or injunction shall prohibit any person or persons, 
whether singly or in concert from terminating any relation of employment, or from 
ceasing to perform any work or labor, or from recommending, advising, or persuading 
others by peaceful means so to do; or from attending at any place where any such per- 
son or persons may lawfully be, for the purpose of peacefully obtaining or communicat- 
ing information; or from peacefully persuading any person to work or to abstain from 
working; or from ceasing to patronize or to employ any party to such dispute, or from 
recommending, advising, or persuading others by peaceful and lawful means so to do; 
or from paying or giving to, or withholding from, any person engaged in such dispute, 
any strike benefits or other moneys or things of value; or from peaceably assembling 
in a lawful manner, and for lawful purposes; or from doing any act or thing which 
might lawfully be done in the absence of such dispute by any party thereto; nor shall 
any of the acts specified in this paragraph be considered or held to be violations of any 
law of the United States.” 
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strike, the picket, the public assembly, and the boycott, 
provided only that these activities are unaccompanied 
by violence. Mr. Gompers, at least, regards the act as 
an unqualified victory. In his leading article in the 
November American Federationist (1914) he says: 
“‘ The labor sections of the Clayton Anti-trust act are a 
great victory for organized labor. In no other country 
in the world is there an enunciation of fundamental 
principle comparable to the incisive, virile statement 
in section 6. ... The declaratory legislation, ‘ The 
labor of a human being is not a commodity or article of 
commerce,’ is the industrial Magna Carta upon which 
the working people will rear their structure of industrial 
freedom.” 


Partie G. Wriacurt. 
Harvarp UNIVERSITY. 

















SCIENTIFIC MANAGEMENT IN PRACTICE 


SUMMARY 


I. Introductory. — Scope of the investigation, personnel; statistics, 
262; Personnel, 263.— II. Applications of scientific management, 267; 
Municipal and miscellaneous work, 267.— Railroads and public utili- 
ties, 269. — Industrial plants, 270. — Time study and instruction cards, 
274. — Stores system, 279. — Routing, 280. — Inspection, 283. — Stand- 
ardization of equipment, materials, and plant, 284. — Cost statistics, 
286. — Sales, 287.— Gross results, 288.— III. Effect on workers. — 
Wages, 290; Health, 292; Interest, loyalty, 294.—IV. General economic 
results, 297. — Relations with organized labor, 298. — V. Failures and 
their causes, 303. — VI. General influence of the movement, 306. 


I. IntTrRopucTORY 


At intervals during the past three years I have been 
investigating the actual working of scientific manage- 
ment in practice. The results, incorporated in this 
paper, are derived in the majority of cases from per- 
sonal visits to the plants in twelve states and con- 
ferences with owners, managers and experts employed. 
The information in regard to the others is derived 
mainly from the consulting engineers. 

Information was sought with reference to the num- 
ber, distribution, and types of plants to which scientific 
management has been applied; so much of the history 
and personality of the men engaged as is essential to an 
understanding of the development of their work; and 
the actual differences in practice between scientific 
and other types of management. Attention was also 
given to the results, both in the administration of plants 
and in the conditions of individual workers. The 
possible social consequences and tendencies involved 
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in the movement offer a tempting field for speculation 
(which will be cultivated in the next paper in this 
series), and a few significant facts bearing on them were 
uncovered. In the feeling that a study of the failures 
might be almost as instructive as that of the successes, 
the facts in regard to them also were gathered and 
analyzed. 

The type of management now known and practised as 
“ scientific management ”’ was unquestionably origi- 
nated by Mr. Frederick W. Taylor. The details of the 
course of reasoning and experience through which he 
went may be found in his three books. After a number 
of years devoted to the application of his principles 
of management in several important plants, Mr. Tay- 
lor retired from active practice about 1901. Since 
then he has been engaged mainly in the propaganda of 
the principles which by that date he had fully elabo- 
rated. 

The disciples and followers of Mr. Taylor constitute 
what is known as the “‘ Taylor group.” Among them, 
three: Messrs. Gantt, Barth, and S. E. Thompson,? 
were intimately associated for a number of years with 
Mr. Taylor in the development of his system. All, like 
the leader, are men of technical training as engineers. In 
addition, others in considerable number have taken up 
scientific management as a profession. A few English- 
men, Frenchmen, Germans, Russians and Japanese, sent 
over by enterprises with which they are connected, have 
come to this country to study the methods at first hand. 

A conspicuous off-shoot, standing somewhat apart 
yet sufficiently connected in origin and principle to 
warrant inclusion, is the branch of the movement 

1 F. W. Taylor: Shop Management; Principles of Scientific Management; and the 
Art of Cutting Metals. See also C. B. Thompson, The Literature of Scientific Manage- 
ment, in this Journal, May, 1914. 


2 Reference to the publications of Messrs. Gantt and Barth was made in my article 
just referred to. 
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developed by Mr. Harrington Emerson and his fol- 
lowers. Mr. Emerson, after a varied career in general 
business and in railroad service, turned to “ efficiency 
management ’’ in later life, and became conspicuous in 
connection with the application of his system to the 
Santa Fe railroad. He has modified greatly the original 
Taylor system as he found it in operation in Phila- 
delphia plants. 

The total number of applications of scientific man- 
agement definitely known to me is 140. This does not 
exhaust the list, however, as there are some cases in 
which the client is unwilling that his connection with 
this movement shall be known, and others in which 
consultants are reluctant to give information. There is 
an uncertain number of such instances, probably small, 
in which either the work has been completed or is still 
in process. 

Of these 140 applications, 4 are to municipal work, 
including 3 instances of consultation and one in which a 
scientific management expert is at the head of a Depart- 
ment of Public Works. Five deal with railroad and 
steamship companies (exclusive of repair shops, which 
are classed as industrial) and 131 with industrial plants: 
120 factories (including repair shops of 4 railroads), 4 
public service corporations, 3 building and construction 
companies, one department store, one bank, one pub- 
lisher and one professional society. These 120 factories 
and repair shops constitute practically 1 per cent of the 
12,784 plants which in 1909 employed more than 100 
wage earners. The number of men in these plants, as 
nearly as I can estimate, is about 43,000, constituting a 
trifle over one per cent of the 4,115,843 employed in 
1909 in plants employing over 100 wage earners. 

The 131 industrial plants included in the above 
classification are distributed as follows: 
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New England .......... 41 North Central (cont.) 
Connecticut .. 8 ae 4 
Maine ....... 3 Wisconsin ... 2 
Massachusetts 24 
New Hampshire 3 IND 0.5. sin.sivigs nice 10 
Rhode Island 3 Delaware .... 1 

Maryland 5 

Middle Atlantic ........ 48 Mississippi... 1 
New Jersey .. 2 Tennessee ... 1 
New York ... 19 : | ee 1 
Pennsylvania 27 W. Virginia... 1 

North Central ......... 27 Naha iis isasacapoarctatnn 3 
Illinois ....... 14 California 2 
Indiana ...... 2 Oregon ...... 1 
ESS cbse. 1 
Michigan . 4 ee eae 2 


The extent of application (attempted or completed) 
of the system to this group is as follows: 


Complete .......... 120 Fuel consumption only 1 - 
Costs only ......... 4 WOO. oc cccecust 3 
Clerical work only .. 3 


The most significant classification of manufactories, 
from the point of administration, is with reference to the 
complexity of their routing and order systems. On 
this basis the plants involved may be divided into two 
groups: first, the assembling industries, such as ma- 
chine shops, repair shops, garment factories, of which 
there is a total of 75; and second, the relatively simple 
continuous and intermediate type, such as printing 
plants, foundries, textile plants, of which there is a total 
of forty-five. Both these groups may again be sub- 
divided with reference to whether they manufacture on 
order only, for stock only, or for both. Of the plants of 
the assembling type, 19 manufacture on order, 18 for 
stock, and 35 for both; while for the continuous and 
intermediate types, the figures are 22, 16 and 3 for the 
same sub-divisions, leaving 7 for which information on 
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this point is not available. The list of about 80 indus- 
tries involved, classified according to product, is given in 
the footnote. These figures, together with those for 
transportation companies, public service corporations, 
municipalities and miscellaneous concerns should dis- 
pose of the question of the breadth of applicability of 
scientific management to various types of work. 

1 The following list will be found to differ slightly from that published in the Report 
of the Sub-committee on Administration of the American Society of Mechanical Engi- 
neers. The latter report included some industries, such as sewing machines, brewing, 
and beet-sugar refining, in which there was merely consultation or a report which did 
not develop later into actual work; and others, such as tanks, tin cans, flour, leather 


goods, soaps and slate products, concerning which I have been unable to get further 
information. 


Agricultural implements. Engines. Railroad cards. 
Aluminum castings. Envelopes. Railroad operation 
Automobiles. Foundry machines and (steam and electric). 
Banking (clerical work). supplies. Railroad repairs. 
Blank book making. Furniture. Registers. 
Bleaching. Gas. Rifles. 
Book binding. Glass. Roller bearings. 
Book cloths. Gun carriages. Sashes and doors. 
Boxes (paper). Handkerchiefs. Saws. 
Box machinery. Hardware. Scales. 
Brass castings. Hoists. Scientific and profession- 
Brass products. Tron castings. al instruments. 
Brick laying. Iron and steel tools. Ship building. 
Building. Light, electric Ship repairs. 
Canning. Lithography. Shoes. 
Chains. Locomotives. Silk goods. 
Clothing (men's, Lumber. Stationery. 
women’s, children’s). Machine tools. Steamship operation. 
Composing machines. Motors. Steel castings and forg- 
Concrete construction. Municipal engineering. ings. 
Conveyors. Musical instruments. Steel products, heavy. 
Cordage. Optical goods. Structural iron. 
Corsets. Ordnance. Textiles. 
Department stores. Paper. Textile machinery. 
Desks. Paper pulp. Typewriters. 
Dyeing and finishing Power plants. Valves and steam fittings. 
textiles. Printing. Watches. 
Earthwork. Printing presses. Wire goods. 
Electric apparatus. Publishing. Wire weaving machinery. 


Pumps. 
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II. APPLICATIONS OF ScIENTIFIC MANAGEMENT 


Before proceeding to a closer examination of the 
strictly industrial applications of scientific manage- 
ment, which of course constitute the great bulk of those 
that have been made, attention may be called to certain 
other activities in which some degree of success has 
been attained. Noteworthy among these is the work of 
Mr. Cooke, Director of Public Works of Philadelphia, 
a disciple of the Taylor school. This work, made 
possible by the “reform” administration of Mayor 
Blankenburg, has been marked during its three years of 
administration by large savings in the operation of that 
important department of the city’s affairs. Owing to 
the peculiavities of the Philadelphia law, and the con- 
stant opposition of Councils and the previous almost 
inconceivably corrupt state of the department, it has 
not been possible to make a thoro application of most of 
the fundamental principles of scientific management. 
The results attained thus far, amounting to a saving of 
over $1,300,000, are due primarily to the injection of 
simple honesty into the department, and secondarily to 
the utilization, so far as conditions would permit, of ex- 
pert knowledge secured wherever it was obtainable. 
Altho necessarily a crude example of scientific manage- 
ment it has accomplished enough to show great possi- 
bilities if a sufficiently long periqd and free hand were 
given for its completer development.! 

The Bureau of Efficiency and Economy of the city of 
Milwaukee has utilized the knowledge and inspiration 
of Mr. Emerson in the development of its plans; and 
the Emerson Company has also been consulted by the 

1 See the following: Annual Reports of the Director of Public Works, Philadelphia, 


1912 and 1913. Business Methods in Municipal Works, Dept. of Public Works, 
Philadelphia, 1913. 
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city of Seattle and the office of the Commissioner of 
Accounts of the city of New York. 

Tho the administration of department stores in gen- 
eral is so far behind that of modern factories as to con- 
stitute the former a particularly promising field for the 
application of scientific management, very little has 
been done in this branch of business. The actual selling 
of goods presents a problem so complex and with so 
many variables as to raise a question about the practi- 
cability of a complete application of all the present 
methods of scientific management. However this 
question may be answered, the administration of a 
department store includes many factors besides the 
selling of goods,—such as their purchase, receipt, 
storage, handling, packing and delivery, — which are 
essentially the same as the corresponding factory 
problems; and their costs are susceptible to similar 
treatment. In one department store, to the writer’s 
knowledge, a beginning has been made on this side 
of the problem. 

The practicability of applying some of the methods of 
scientific management — such particularly as the hand- 
ling of raw materials, administration of tool room, and 
the establishment of standard times for operations — to 
the work of manual training schools has been demon- 
strated in a technical training school in New England, 
and in the department of engineering of the Penn- 
sylvania State College. Suggestions for the wider 
application of these and other principles to the admin- 
istration of colleges have been made by Mr. Cooke! 
but so far as I know there has been no opportunity 
provided for a practical test of their usefulness. 

Closely allied to the applications in manufactures and 
forming a convenient transition to them is the work done 
1 Academic and Industrial Efficiency, Carnegie Foundation Bulletin No. 5, 1910. 
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by Mr. Emerson on the operation of railroads, and by 
Mr. Day, one of the “ Taylor group,” on the oper- 
ation of street railways and light and power plants. 
Owing to the complexity of the subject and the intricacy 
of the statistics available, there is dispute over the 
actual value of the work done on the Santa Fe and other 
railroads. Railroad statistics may apparently be used 
to prove or disprove anything, and there is evidence of 
a bias on the part of railroad men against allowing any 
value to Mr. Emerson’s work. In the absence of an 
opportunity to make a personal investigation, I am 
forced to rely on what seems to be the consensus of 
opinion of judges as nearly unprejudiced as one is likely 
to find; and this consensus seems to be that on the 
whole the work was successful in reducing costs and 
improving administration, particularly in the repair 
shops and stores systems, while it was not so successful 
in its application to railroad operation. On a road 
where special attention was given to increasing freight 
train loads, the statistical report shows a 25 per cent 
increase in the average load in one year after the work 
began. The value of this gain is questioned by railroad 
men on the ground that other factors supervened during 
this same period; but on the whole it seems that in this 
case also the greater share of the credit is due to the 
scientific management work. 

What has been done in connection with the manage- 
ment of public service corporations is as yet not far 
enough advanced to warrant the formation of final 
judgment. So far as the efforts have gone, however, 
they have resulted in a definiteness of control which has 
made possible the stoppage of many leaks of frequent 


1 See besides Mr. Emerson's own accounts, those of Mr. Charles B. Going, Methods 
of the Santa Fe; F. H. Colvin, ‘‘ How Bonus Works on the Santa Fe,” American Ma- 
chinist, vol. xxxvi, pp. 7, 165; C. H. Fry, Railway Age Gazette, vol. xli, pp. 476, 504, 
vol. xlv, p. 413. 
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occurrence and have contributed to the determination 
of the costs and thereby of the reasonable rates to be 
charged for various types of service. 

Returning now to the industrial applications with 
which this paper will be mainly concerned, it is advisable 
first to point out the differences in practice between 
scientific management and other current systems. 
These differences are most notable in connection with 
the handling of labor, standardization of materials and 
equipment, the specialization of administration, and the 
application of the functional and “ exception” prin- 
ciples to the organization as a whole. The primary 
object of the system is to increase output, reduce the 
cost per unit of product, and raise the wages of opera- 
tors. This is accomplished: first, by determining with 
the aid of experienced investigators the best equipment, 
materials, and methods to use; second, by selecting and 
training the workmen best fitted to accomplish the 
result desired; third, by determining in advance a 
standard of achievement for the workmen, providing 
them with the necessary working conditions, and 
rewarding them with a bonus for attaining this stand- 
ard. This standard is set with reference to standardized 
conditions, by which is meant the determination and 
adoption of the best material and the best equipment 
obtainable, for exclusive use until a better is found and 
adopted. In accordance with the policy of specializa- 
tion, the workman’s activity is so far as possible con- 
fined strictly to actual handling of the machine or tool 
and of the material only so far as necessary to apply the 
tool to it. All other work is the function of the man-— 
agement. This is what is meant by the separation of 
planning from execution. In order to bring to bear 
most effectively the specialized planning functions, Mr. 
Taylor evolved, from the rate-setting department at 
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Midvale in 1882 to the full complement of foremen at 
the Fitchburg roller bearing plant about 1900, the 
method known as “ functional foremanship,” by which 
such details of administration as determination of the 
sequence of operations, machines, tools and methods to 
be used, time to be taken, relative importance of orders, 
recording of operations, instruction of workmen, mov- 
ing of materials and maintenance of equipment and 
tools, are the special functions of separate foremen, 
each of whom is responsible for the proper handling of 
his detail with reference to a varying number of men, 
and all of whom bring to bear their specialized knowl- 
edge on each man. This peculiar type of organization 
is in every case supplemented for disciplinary purposes 
by the usual “line” type, in accordance with which 
there is the customary grading of disciplinary authority 
culminating in the superintendent or general manager, © 
altho some effort has been made to specialize this 
function in the hands of a “ disciplinarian.” In accord- 
ance with the theory that the ablest men are or should 
be the highest in the organization, the “ exception ” 
principle is used (at least in all the Taylor plants) by 
which all matters within the capacity of subordinate 
officials are finally determined by them and only such 
matters as are beyond their scope or authority are 
passed up the line, thus leaving the higher officials free 
to devote their time to the broadest and most important 
problems of administration. : 

These methods are characteristic of what may be 
called the original form of scientific management as 
early developed by Mr. Taylor and his immediate 
disciples. Among those in the first Taylor group Mr. 
Gantt has made the most noticeable modifications. 
These consist mainly in simplification of forms and 
in somewhat less refinement of detail. The exist- 
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ing form of organization is left by him as nearly 
intact as the requirements of his central idea permit, 
while a simon-pure Taylorite aims at a complete re- 
organization. In practice also it is to be noted that Mr. 
Gantt sometimes installs a system with the aid of his 
own staff of men, whom he moves from plant to plant, 
while the other members of the Taylor group usually do 
their work personally and alone, getting their subordi- 
nates entirely from within the existing organization. 

Mr. Emerson’s theory differs from Mr. Taylor’s 
mainly in the separation of what he calls the “ staff” 
from the “line.” Proceeding on the same principle, 
the necessity of accumulating the science involved in the 
industry, he organizes the experts in a staff of advisers 
whose duty it is to transmit their knowledge to the line 
officers, by whom it is passed to the operators and put 
into effect. In other words, this staff has no executive 
authority, while in the Taylor system the executives are 
themselves the experts. Practically the Emerson 
methods differ much more widely than this from those 
of the Taylor group in that it is Mr. Emerson’s policy to 
establish standards of performance and a bonus for their 
attainment as early as possible and by methods which 
are comparatively rough, as will be illustrated in detail 
later in connection with the subject of time study. 
Moreover, Mr. Emerson handles his work almost en- 
tirely through subordinates, among whom are some 
whose inadequate training has led to the majority of 
failures so far scored by scientific management. As 
Mr. Emerson has expressed it, it is his aim to take a 
plant that is 40 per cent efficient and make it 65 per 
cent efficient; and, as he said again, the Taylor system 
begins where the Emerson system ends. 

On account of the emphasis laid by certain members 
of the scientific management group on the technical and 
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scientific aspects of their work, it may be worth while to 
distinguish between the technical and the pecuniary 
results. It would appear that in some cases the interest 
in perfecting a method by mathematical and experi- 
mental means would tend to overshadow the interest in 
reducing expense, increasing output, or improving 
quality. However, a study of the work of the successful 
practitioners shows that their investigations have always 
been guided by financial considerations, and in fact in 
the most conspicuous cases, as in Mr. Taylor’s experi- 
ments on metal-cutting, have paid for themselves by 
the savings attained. This coincidence of technological 
and pecuniary advantage was evident in every plant 
investigated. 

A more important distinction, however, is that be- 
tween what I have chosen to call “ detailed” and 
“ gross ” results respectively. While trebling the out- 
put of a machine or a group of machines at a slight 
increase in direct labor cost may be considered a success- 
ful result in detail, it does not follow from such instances 
that the application of scientific management to the 
business as a whole has been successful. In the absence 
of information as to the total (gross) result, there may 
well be a suspicion of the final value of the isolated 
instances of wonderful improvements which have been 
so frequently cited. This total result, however, is 
particularly difficult to ascertain. I have found that 
while the owners of private plants have as a rule no 
hesitancy in pointing to individual savings and even 
net results of sub-systems such as stores, routing, and 
task and bonus, they are quite chary about the details 
of the total cost of the system as a whole and the total 
savings and profits attributable to it. I was able to get 
this information in a meagre way from a few private 
plants, but the best, most complete, and most reliable 
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data on this side of the subject are found in reports of 
General Crozier, Chief of Ordinance, on the application 
of scientific management to the government arsenals. 
These total results will be discussed after the detailed 
accomplishments have been summarized. 


As the central problem out of which Mr. Taylor 
developed his system was the control of the output of 
labor and machinery through the accurate determina- 
tion of what that output should be, from the study of 
which all the other details of the system grew, it seems 
logical to discuss this feature first. 

The determination of what constitutes “‘a day’s 
work,” or in other words the amount of output which it 
is possible for a capable workman to produce in a given 
time with given equipment and materials, rests in the 
Taylor system upon elementary time study. This was 
first practised by Mr. Taylor at the Midvale Steel Com- 
pany in 1882 and is still with some refinements and 
improvements the central and most visibly character- 
istic feature of the system. Every plant investigated 
showed some evidence of time study, ranging from new 
rates based on recollections of former standards, as in 
the case of the Bethlehem and Midvale Companies, to 
the most elaborate and complete records and contin- 
uous extension, as found at the Watertown Arsenal and 
in the majority of plants now actively developing the 
system. In some industries these studies of elementary 
motions have been carried to such a degree of comple- 
tion as to warrant the publication of the results.’ 

The most striking differences between the original 
Taylor form and the derived Gantt and Emerson forms 

1 Thus the elementary times in concrete construction are set forth in Taylor and 
Thompson's “‘ Concrete Costs,” and similar data for the operation of machine tools, 


gathered over a period of thirty years, and for earthwork, are now in process of compila- 
tion for early publication. 
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of scientific management are to be found in the practical 
methods and applications of time study.' As practised 
by the immediate Taylor group, a time study is made by 
first analyzing the operations of a workman on a given 
piece or on a given machine into their elementary 
motions; second, determining by any one of several 
methods what is known as a reasonable minimum time 
for each of these elements; third, eliminating all ele- 
ments shown to be unnecessary; fourth, summing up 
the remaining elements to get a total minimum time; 
fifth, determining and adding to this a percentage of 
allowance made necessary by such factors as inter- 
ference, fatigue, and inertia, and adopting this final time 
as the standard on the attainment of which the bonus 
is paid. Mr. Gantt follows the same method except 
that, as a rule, his studies are not so minute and the 
allowance is rather more liberal, thus making it easier 
for the workman to earn the bonus earlier and even to go 
under the bonus time. The Emerson method is radi- 
cally different from either of these, in that the analysis 
of the complete operation goes down only to large 
groups of elementary motions, on which an over-all 
time similar to that which has been determined for 
years in all kinds of plants is ascertained. Emerson’s 
times are expressed in minutes, where Taylor times are 
in hundredths of a minute. From these over-all times 
deductions are made according to the judgment of the 
time study man, and the result is a standard which the 
workman is not only expected to attain easily but to 
exceed to a very considerable extent. This accounts 
for such expressions as 110 per cent or 140 per cent 

1 See the following articles: Taylor, Shop Management, pars. 323-408. H. K. 
Hathaway, Elementary Time Study as a Part of the Taylor System of Scientific Man- 
agement. Industrial Engineering, vol. xi, pp. 85-96. also in C. B. Thompson, Scien- 


tific Management, p. 520: C. E. Knoeppel, “ Practical Introduction ‘of Efficiency 
Principles," Engineering Magazine, October, 1914, p. 61. 











276 QUARTERLY JOURNAL OF ECONOMICS 


efficiency, which are possible and have a meaning only 
with reference to the Emerson type of time study. 

Obviously the first cost and the difficulty of the 
Taylor method are greatest, those of the Emerson 
method least, and of the Gantt method intermediate. 
In general it may be said that the value of the results 
stands in the same proportions, tho none of these 
methods is without its peculiar advantages and dis- 
advantages. The less elaborate and expensive methods 
have made it possible, in some plants, to secure the 
advantages of the task and bonus idea early in the 
course of the installation of the system and at an 
expense which is practicable for small concerns to meet; 
while the more elaborate methods are comparatively 
slow and costly. The simpler methods have also been 
applied to some types of work where it is difficult or 
impossible to standardize and routinize elementary 
motions, such as drafting and die cutting. On the other 
hand, the most exhaustive type of time study insures a 
degree of accuracy and finality which practically obvi- 
ates the possibility of dispute, provides a stable basis of 
reward from which deviation is not reasonably to be 
expected so long as working conditions remain the 
same, and makes impossible a kind of fraud on the 
management which is fatal to the success of the system. 

It is noticeable also that the Taylor form of time 
study requires and secures the services of experienced 
and technically trained chronometrists, whereas the 
simpler forms are deceptively easy and may be and have 
been entrusted to inexperienced and incompetent 
hands. This fact more than any other is responsible 
for a large proportion of the failures observed. 

Motion study is an inherent and inseparable feature 
of time study and is constantly practised by every 
expert chronometrist. In some instances it is found 
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that a stop-watch is not used at all until a preliminary 
motion study has been made and the operation simpli- 
fied in accordance with its suggestions. The latest 
development in this field — the use of moving pictures 
with a timing device in the field of the picture — has 
received much publicity but does not appear to have 
been used to any considerable extent, partly on account 
of the expense and partly because it has not demon- 
strated a practical superiority over the methods already 
current. There appears to be a possible field of use- 
fulness for it in psychological and industrial laboratory 
work. 

In practically every plant where the complexity of the 
work warrants, instruction cards of more or less elabo- 
rateness are used. In many machine shops it is the 
practice to issue to the workman an instruction card 
containing not only directions as to feeds, speeds, tools, — 
and major times of operations, but also the elementary 
operations listed in their proper sequence and with their 
minimum time given. In other places I found the list 
of elementary operations is not provided for the work- 
man, but he is given the total time and such sub- 
periods as may be useful to assist him in earning his 
bonus. In still other instances, where the work is 
thoroly standardized, as in book binding and box 
making, merely the total operation time is given, tho 
in every case the total times and sub-times are made up 
in the planning department from the elementary data 
on file there. 

So much has been published in regard to the practical 
results of time study and instruction card methods that 
‘it is unnecessary to go into further detail here. As 
might be expected, the most substantial improvements 
have been made in machine shop work, where the highly 
technical nature of the factors involved has given special 
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warrant for the assistance of expert investigators. 
Nothing is more common than instances of two-fold and 
three-fold increases in output from the same machine 
and the same workman. Increases from 7 to 10 times 
are not rare. On the other hand, a type of industry 
which would not appear to call for any considerable 
degree of technical knowledge, namely brick laying, has 
shown equally astonishing results, an increase of from 
200 per cent to 300 per cent in the number of bricks 
laid per day having been demonstrated. With ma- 
chines other than machine tools, however, it has not 
appeared practicable to secure such large increases in 
efficiency except in the direction of reducing the number 
of men tending one machine or of increasing the number 
of automatic machines tended by one man. It is not 
uncommon to find one man who formerly tended two 
gear-cutting or screw machines now taking care of five; 
while on the other hand I have seen machines requiring 
formerly the attention of three men now taken care of 
by two. With the ordinary run of industrial machines, 
semi-automatic and each tended by one operator, 
increases of output appear to range from 30 per cent to 
100 per cent, — the majority, so far-as I have been able 
to find, nearer the lower limit. The application of these 
methods to hand operations has shown very variable 
results. The extraordinary differences in efficiency 
between different workers on the same operation are 
already well known to managers. It is nothing unusual 
for even so-called skilled workers to do not more than 
one-third or one-half what others on the same work are 
able to accomplish, as for example in cigar making. 
The time study and instruction methods of scientific 
management have increased the output of hand opera- 
tors from 10 per cent to about 300 per cent, the majority 
of the cases lying between 60 per cent and 100 per cent. 
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Instances have been found, as in the case of gold laying 
in a book bindery, where economy in the use of material 
and quality of work were more important than increase 
in output. These factors have been taken into con- 
sideration, the bonus arranged accordingly, and the 
desired improvement in economy and quality attained. 

It must be understood, of course, that the results 
described do not flow alone from time study and instruc- 
tion. I found that, in accordance with one of the funda- 
mental tenets of scientific management, the task set for 
the operator was accomplished only with the utmost 
assistance of the management as represented in the 
stores and routing systems governing the standardiza- 
tion, availability and moving of materials, and the 
inspection system controlling the handling of defective 
work. ; 

Where scientific management is fully developed the 
function of the purchasing department is essentially 
different from the current practice. Ordinarily the 
purchasing agent has the widest discretion as to what he 
shall order, when he shall order it, and in what quanti- 
ties, subject in general of course to the requirements of 
the business, of which he is one of the chief judges. In 
the Taylor plants the requirements as to quality, 
quantity, and time of delivery for all materials are 
determined by production and technical experts in the 
plant, and the purchasing agent huys on orders and 
specifications from the factory, exercising his judgment 
and discretion exclusively on the matter of price. The 
governing considerations are the provision of materials 
for immediate issue when required for orders and the 
tying up of only such capital and space as are absolutely 
necessary to meet this requirement. In all instances of 
successful application, delay due to the absence of 
necessary materials has been practically eliminated. 
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In many cases the variety of materials carried has been 
reduced even to one-tenth of what was customary 
before. In almost all cases the quantities of certain 
materials have been reduced and of others increased, 
to meet the demands as shown by the record of issues. 
Occasionally, as in the case of several large machine 
shops, this has made on the whole a substantial reduc- 
tion in the quantities and value of materials and of the 
space occupied by them. One manager said that he 
now carried one-third as much material while doing 50 
per cent more business. In some plants, however, 
investigation has shown that storage facilities and the 
quantities of materials carried were utterly inadequate, 
and this has led in such cases to a considerable increase 
in the storage space including even the addition of new 
buildings and an increase in capital invested. This 
increase of capital was not proportional, however, to the 
increase of space, as the change meant in such cases 
greater concentration in store-rooms of materials hereto- 
fore scattered over the operating area of the plant, and 
was accompanied by a standardization of material and 
reduction of the variety carried, which resulted in an 
increase in the quantity of the standard but a decrease 
in the total of all materials on hand. 

Next to having on hand materials to work with, the 
most important factor in efficiency is the getting of these 
materials to the workman, together with the necessary 
tools and instructions, in the quantity and of the quality 
necessary, at or before the time he is ready to work on 
them. This is the function of what is known to scien- 
tific management as the “ routing system ”’ or (in the 
Emerson form) as the “ scheduling’ and “‘ despatch- 
ing’ system. Obviously the complexity of this system 
will vary with the type of industry. At the one extreme 
of simplicity is the continuous, non-assembling industry, 




















SCIENTIFIC MANAGEMENT IN PRACTICE 281 


such as a sugar refinery; intermediate is such an in- 
dustry as printing; at the other extreme of complexity 
are the non-continuous, assembling industries such as 
the manufacture of machine tools and automobiles. In 
general it may be said that the need of effective and 
complete control increases with the complexity of the 
business. Scientific management has thus far been 
applied in the main to the more complex and the inter- 
mediate type, as will be seen by reference to the list on 
page 266. 

As might be expected, routing systems of varying 
degrees of elaborateness are found in practice. Many 
plants, such as certain typewriter factories, manufacture 
parts for stock, doing only their assembling on order. 
In such cases the routing of parts is easily standardized 
and administered; and the routing of the assembling is 
almost equally simple. On the other hand, several 
plants were found which manufacture from beginning to 
end almost exclusively on order, with specifications 
varying for each job. Repair shops are extreme illus- 
trations of this. In such cases the routing system is 
necessarily elaborate and complex, and yet even in these 
is valuable, in the opinion of the managers, for the very 
reason that the variety and complexity of orders makes 
all the greater the danger of error, waste of materials, 
unnecessary motion, and delay at the machine. As the 
routing system usually involves ,the preparation of 
separate job tickets, inspection orders, and move orders 
for each operation, its complexity is again influenced by 
the relative length of the separate operations. In one 
plant or part of a plant the piece or the lot may be at a 
given machine from four hours to ten days, as at the 
Watertown Arsenal. If this condition predominates, 
the number of orders to be written and handled is 
relatively small. Such is usually the case in machine 
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shops. On the other hand, operations on individual 
orders and at each machine may be very short, ranging 
down from twenty minutes to two or three minutes, as 
in a stationery concern or a plant manufacturing small 
electric apparatus on orders. Where these predominate, 
the amount of clerical work and handling of orders is 
necessarily relatively great. This has in fact presented 
one of the most serious problems that scientific manage- 
ment has had to solve. There is usually a choice 
between an expensive completeness of control and a 
relatively inexpensive but risky incompleteness; and I 
do not believe it can be said that this problem has as 
yet had a thoroly satisfactory solution. Where these 
conditions exist, the routing system of the original type 
is sometimes used in spite of its complexity, in the belief 
that it is indispensable to the successful administration 
of the task and bonus. 

The intended result of the routing system is the com- 
plete control of the sequence and time of all operations, 
including moving from one operation to another. This 
result has been attained with varying degrees of success. 
In many plants the work in the factory is unquestion- 
ably controlled from the planning department, with only 
such assistance from shop foremen as is necessary to 
keep things moving and to carry out the orders of that 
department. In many cases, however, numerous excep- 
tions to this control were evident, ranging all the way 
from leaving in the hands of the foremen control of the 
moving of materials or the assignment of work to specific 
operators, as at the Link Belt Company, to the entire 
administration of whole groups of work according to the 
old methods, as in the tool department of an automobile 
factory. In almost every case these conditions were 
said to be temporary, awaiting only the opportunity to 
extend the routing system to cover every detail of opera- 
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tion. In a few cases, however, it was stated to be a 
policy definitely pursued and to be continued, because 
either of the rapidity or the variety of operations or 
their infrequent recurrence. 

Evidence of the effectiveness of the routing system is 
to be found everywhere where it has been fully de- 
veloped. Work goes through with a speed and cer- 
tainty unknown to former types of administration. In 
printing plants where practically every order is marked 
“ rush ”’ careful planning and coérdination of work have 
practically eliminated the hurry and confusion which 
usually accompanies a preponderance of “‘ emergency ”’ 
work. The manager of one large plant reports that 
this result alone has justified the installation of his 
routing system. Waiting for work by the operator has 
been practically eliminated and prompt delivery has 
become a rule in plants which practically never before 
were able to meet a promise date. One automobile 
manufacturer who has developed the stores and routing 
systems, but not the task and bonus, says that the 
routing system alone, a most elaborate one, has unques- 
tionahly saved him $750 per car. In other plants testi- 
mony varies (according to the type of industry) as to 
whether the routing system alone has been an economi- 
cal institution; but where these plants have gone on to 
the development of task and bonus, they are unanimous 
in their assertion of its value as an indispensable acces- 
sory to that feature of management. 

With reference to the inspection of materials, scien- 
tific management differs from other current types 
mainly in its insistence on what it calls “ first inspec- 
tion,” by which is meant the inspection of the first piece 
in a lot rather than waiting for the entire lot to be 
finished before it is inspected, the object being to detect 
misunderstandings and inaccuracies at the beginning of 
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the operation and before more than one piece has been 
spoiled. With this has gone in most cases an increase 
in strictness of the final inspection also, considered 
necessary in order to counteract the possible tendency 
to neglect quality in favor of speed. In all cases the 
accomplishment of the task and earning of the bonus is 
contingent upon the satisfactory quality of the work. 

An obvious result of the “ first inspection ”’ has been 
the reduction of waste; but more far-reaching and 
rather unexpected results have followed from the entire 
inspection system. The first of these has been the 
general improvement of operating methods which a 
rigid inspection has suggested and finally brought about, 
as in a box factory, where the close inspection of lined 
board led to an entire overhauling and revision of the 
methods of board lining; and the second has been the 
substantial improvement of the product which seems 
always to have marked the development of scientific 
management methods. Thus in one instance an 
American plant manufacturing roller bearings which 
heretofore had been unable to compete with European 
makers has so improved its quality as to secure a foot- 
hold for it in spite of foreign competition. 

One of the first results of the application of the 
methods of elementary time study was to make evident 
the importance and necessity of standardized conditions. 
Time study itself suggested means by which the working 
conditions of the operator could be made as perfect as 
practicable. A task set for one operator under these 
conditions and offered for acceptance to all workers 
logically required the establishment of similar conditions 
for the entire group. Out of this very quickly grew the 
policy of standardization of materials, equipment and 
plant — a policy which has been systematically pursued 
with rather spectacular results throughout the history 
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of scientific management. First among these results 
must be mentioned the discovery of high speed steel by 
Mr. Taylor and Mr. Maunsel White. This discovery 
was a by-product of the effort to standardize the tools 
with which the task was to be performed. Many 
illustrations of the same type of thing on a smaller 
scale might easily be given. Suffice it to say that almost 
every plant now using scientific management in its 
original form has reduced its main material require- 
ments to specifications, and that in many cases these 
specifications are for materials standardized and im- 
proved to meet particular requirements. 

Concurrently with the standardization of materials 
has gone that of equipment. Mr. Taylor’s work in the 
standardization of cutting tools and of belting is char- 
acteristic and famous, with that of Mr. Barth on 
machine design and also on belting running a close’ 
second. This work is of course still going on; and each 
new industry and even new plant is presenting oppor- 
tunities brought out by time study for the continuous 
modification and improvement of equipment, the aim 
being always to increase the capacity and endurance of 
the machine and the ease with which it is handled by the 
operator. This extends also to small equipment such as 
trucks and hand tools. Usually, however, these efforts 
have been directed almost exclusively toward the imme- 
diately productive side of the plant, while the equipment 
for clerical work has been comparatively neglected — 
so much so that one is rather struck with the clumsy and 
inconvenient mechanisms often found in planning 
departments. 

Because of the policy of scientific management to 
utilize existing plants to the utmost extent and postpone 
construction of new plant as long as possible, there has 
not been the opportunity for the application of scientific 
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principles to design, construction, and layout which one 
would like to see. Nevertheless, one engineering com- 
pany has made a specialty of designing plants in which 
scientific management is to be applied, and has pro- 
duced ‘a number of strikingly successful buildings 
from the point of view of convenient arrangement 
of departments and machines within departments, and 
the utilization of the best means for securing light, 
heat, ventilation and sanitation. In the older plants, 
however, one is at times surprised to find how little 
attention has been paid to these details, with the 
exception of the arrangement of machinery, which is 
usually adequately taken care of. Lighting has had 
special attention in a few cases where the demand was 
imperative, and heating and ventilation in even fewer 
still, and on the whole it cannot be said that these 
important matters have had the attention they deserve. 
An investigator cannot but be unfavorably impressed 
by the dinginess and stuffiness of some of the plants 
which in other respects are such good examples of 
modern management. This condition is the natural 
result of the policy of owners who insist on all attention 
being given to those conditions which most directly and 
visibly affect the output. 

_ At the same time that scientific management was 
developing into its present form, the subject of cost 
statistics was engaging the attention of managers and 
experts. This detail of management in fact spread its 
influence far more rapidly than the more fundamental 
movement, partly on account of the fallacious feeling of 
useful knowledge that statistics are apt to give and the 
comparative ease with which they may be secured. To 
Mr. Taylor and his associates costs, tho of course im- 
portant, are secondary to productive efficiency. Mr. 
Taylor was one of the earliest of the professional cost 
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experts, and the cost system that he evolved and that is 
now in use in a few plants is as simple as is consistent 
with effective ascertainment, recording, and distribu- 
tion of expenditures. Without going into technical 
details, one of the distinctive features of the Taylor cost 
system is the use of the forms for the issue and move- 
ment of materials and for the control of operations as 
the original data for cost keeping. It is not the practice 
of scientific management experts, however, to insist on 
the use of this system, provided clients already have a 
sufficiently accurate system in operation. In a few 
instances, however (including a department store), I 
found that the cost system alone had been put in with 
results apparently satisfactory. 

It has been pointed out many times that the princi- 
ples characteristic of scientific management which have 
proved themselves capable of such successful application. 
to production might and should be extended to cover the 
domains of selling and financing, with of course such 
modifications of method as the different problems pre- 
sented by these subjects suggest. Thus far, however, 
the merest beginning has been made in this direction. 
One plant, a machine shop, has applied to its sales 
organization the principles of analysis of product, train- 
ing and routing of men, and codperation between the 
management and the salesmen, which it had long used 
in its production department. This is a small concern, 
however, and the methods thus fdr developed and the 
results attained, tho satisfactory, cannot be said really 
to show the possibilities of a thoro application on a 
large scale. 

The real test of the success of a system of manage- 
ment is not to be found in such isolated examples as 
have been cited but rather in its net effect on the busi- 
ness as a whole. For obvious reasons it is difficult to 
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get accurate information in regard to this from private 
plants. The most detailed exhibit of total costs and 
total results is to be found in the reports of the Chief of 
Ordnance on the application of the system to arsenals, 
particularly those at Watertown and Springfield, Massa- 
chusetts, and Frankford, Pennsylvania. These results 
show in one year: — 
Savings from improved shop management, and 


CED cbetceccdsccccccescricses $240,461.93 
Savings resulting from the use of surplus stock .. 122,789.61 


YM eae $323,251.54} 


One private concern, manufacturing molding ma- 
chines, reports that its product is now three times what 
it was before it adopted scientific management, while its 
total force has remained the same. Another is pro- 
ducing slightly more than it did six years ago with a 
little over two-thirds the force it then had. Another 
plant manufacturing automobiles (already referred to) 
reports that it is saving $750 per car; while still 
another, in which the application of the system has 
extended only over one year, reports already a saving of 
$100 per car. Another plant which had passed its 
dividends for several years found itself in a position, 
partly as the result of the development of the system, to 
declare a dividend of 18 per cent. A structural iron 
concern reported that the total cost of installing the 
system, $18,000, was recovered by it in savings effected 
within three years. The results of the application of 
scientific management to the Santa Fe Railroad are 
hotly disputed; but on the whole it seems clear that 
considerable economies were accomplished. 

The gross results, however, are not always so favor- 
able. There have been partial successes and unques- 


1 See Gen. Crosier’s Report, for 1912, 1913, and 1914. 
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tioned failures, to say nothing of one curious example, a 
textile machine shop, which at the end of three years 
apparently showed a failure but in which a sudden 
access of energy brought about a complete and striking 
success. Failures, as will be shown in detail later, have 
been in some cases due to the financial inability of the 
concern to stand the cost of introduction over a suffi- 
ciently long period. In a few instances this condition 
was accentuated by panic conditions as in 1907; in a 
few others the cost was excessive by reason of incom- 
petent ‘‘ experts ” and the setting of tasks so crudely as 
to make possible excessively high bonuses. In general 
it may be said that wherever the development of the 
system has been allowed to be carried through to a con- 
clusion, the outcome has been satisfactory; but that in 
some cases the cost of development and the slowness of 
returns has resulted in stopping the work long before it 
was completed. 


III. Errects on EMPLOYEES 


Thus far we have been discussing the results of scien- 
tific management from the point of view of the em- 
ployer. A movement, however, which has already 
affected over 63,000 employees (including about 20,000 
in transportation in addition to the 43,000 in industrial 
plants), and which bids fair to extend to a much greater 
number, must be considered with equal care from the 
point of view of its influence and effect on the workman. 
Owing to the great number of units involved, an exhaus- 
tive survey of these effects will be out of the question for 
other than government agency. Miss Edith Wyatt 
investigated personally and rather fully the effect of 
scientific management on the woman employees in 
three plants.:_ The House Committee on Labor of the 
1 See Clark and Wyatt, Making Both Ends Meet, Chapter 7. 
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62d Congress made an investigation as the result of a 
brief strike at the Watertown Arsenal, and its findings 
are published in connection with their report.! General 
Crozier has gone fully into the question in his annual 
reports on the application of scientific management in 
the arsenals.?| My information is derived chiefly from 
these sources, supplemented to some extent by such 
personal investigation as I have been able to make. 

First as to wages. In no case that I could find were 
the basic rates lower than those customary in the indus- 
try and locality involved. In every case where the 
development of the system had progressed to anything 
like completion, the bonus principle was being effec- 
tively applied. Bonuses are figured in a variety of 
ways, which it is unnecessary to go into here. By the 
Taylor and Gantt methods a considerable degree of 
efficiency has to be attained before any bonus at all is 
paid, but when the bonus point is reached the amount of 
premium is comparatively large, ranging from 25 per 
cent to 100 per cent. By the Emerson method a bonus 
is paid for any increase above 67 per cent of the stand- 
ard efficiency on a given job. This bonus reaches 20 
per cent when the standard efficiency is attained and 
one per cent is added for each one per cent increase in 
efficiency. The Taylor method of time study and task 
setting makes it exceedingly difficult for workmen to 
exceed the task to any considerable extent; while by 
the Emerson method an exceptionally good workman 
is expected to go far beyond 100 per cent, and in prac- 
tice has often done so. For this reason the range of 
bonus earned in the Emerson plants is from zero to 300 

1 The Taylor and Other Systems of Shop Management. Special Committee to 
investigate the Taylor and other syst of shop ag t, Government Printing 
Office, Washington, 1912. 


2 Annual Reports of the Chief of Ordnance, 1911, 1912, 1913, 1914, Government 
Printing Office, Washington. 
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per cent or 400 per cent; while in the Taylor and Gantt 
plants it has ranged from 20 per cent to about 100 per 
cent. 

The proportions of bonus earners to non-bonus 
earners also vary widely, depending partly on the degree 
of completion of the development of the system and 
partly on the policy of the management. It is the 
general expectation of the consulting engineers that the 
bonus will be applied sooner or later to about 90 per 
cent of the employees, the other 10 per cent being en- 
gaged in types of work which for one reason or another 
are not susceptible to the task and bonus method. 
This was found, with one exception, to be the aim of the 
management. That exception was a foundry in which 
the manager explained that it was necessary to apply 
the bonus only to one out of three employees, as the 
increased efficiency which this incentive produced in 
him would compel the others to keep up with him. It 
must be said, however, that this is utterly contrary to 
the policy and method of the experts themselves and 
that, in general, no such method can be expected to 
succeed. In practice it was found that where the 
system had been in operation three years or more, there 
were from 50 per cent to 85 per cent of the employees 
earning bonuses ranging from 10 per cent to 60 per cent 
or 70 per cent. In addition to this there was at least 
one plant using the Taylor differential piece rate in 
which the low rate is 10 per cent above that prevailing 
in the community, while the high rate is 43 per cent 
higher.! 

One case was found in Chicago in which the bonus 
system was being abandoned because in the opinion of 
the management the men had not sufficient ambition to 


1 See Appendix I, Report of the Chief of Ordnance, United States Army, 1913, for 
tables giving experience at Watertown Arsenal. 
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stir them to take advantage of it. An investigation 
showed, however, not only that the men were on the 
whole rather shiftless but that the form of bonus offered 
by the management was not calculated to act as a 
powerful incentive. It can be said in general that the 
bonus method, when employed in the form recom- 
mended by the experts, has acted uniformly’ as a 
stimulus to increase efficiency, and that the claim that 
scientific management has invariably raised wages is 
easily substantiated by the facts. 

It is pertinent to inquire, however, whether the in- 
creased wages due to increased output are obtained at 
the cost of the health of the employees. This question 
also was fully investigated by Miss Wyatt, with the 
conclusion that not only was their health unimpaired 
but that, on the contrary, the conditions under which 
the maximum efficiency is secured have led to improve- 
ment in health. The investigation at Watertown 
Arsenal was unable to find any case of injuries to 
health traceable to the system. Since that investiga- 
tion it has been alleged that there has been an increase 
of accidents at the Watertown Arsenal. The analysis 
by General Crozier shows, however, that the increase 
of accidents has been among those who are not yet 
working on task and bonus; while for those who are 
operating under the Taylor system there has been, on 
the contrary, a decrease of accidents.! 

1 This point is so important that it is worth while to give General Crozier’s state- 
ment regarding it. ‘‘ Careful record of all accidents is kept at the arsenal. Most of 
the accidents occur in the machine shop. During the fiscal year ended June 30, 1913, 
the total number injured in this shop was 34, of which 5, or 14.7 per cent, were working 
on premium at the time. During the fiscal year ended June 30, 1913, 57 persons were 


injured in the machine shop, of which 13, or 22.8 per cent, were premium workers. 
During these two years the number of workmen employed in the hine shop r ined 





about the same, but the amount of premium work increased nearly fourfold. That is, 
while the amount of premium work increased about 300 per cent, the percentage of 
accidents to premium workers increased only 8.1. During the nine months from 
October to June, 1913, 33 machinists were injured, 10 of whom, or approximately 30 
per cent, were premium workers. During this same period 44.8 per cent of the work 
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The attention given to the reduction of fatigue 
early in the development of scientific management is 
familiar to all who have read the accounts of the work 
of ‘ Schmidt,” the pig-iron handler at Bethlehem, and 
of the inspector girls at the roller bearing factory in 
Fitchburg. The necessity of making an allowance for 
fatigue in establishing a task is too obvious to call for 
comment; and it is now as always an essential part of 
the work of an experienced chronometrist to take this 
factor into account, not merely with reference to the 
motions of the operator but with reference to the 
redesign of machines and equipment to the end of re- 
ducing the necessary motions to a minimum. The 
result of this process is well illustrated in the case of a 
machinist I saw in Philadelphia. This man is now 
operating five automatic gear cutters instead of the two 
which used to be considered his limit. In the handling 
of the gear blanks the worker showed a precision and 
ease of movement resulting in the maximum of accom- 
plishment with the minimum of effort, which is in the 
strongest contrast to the nervous haste which in most 
plants is accounted speed. Incidentally it may be 
noted that this man is now earning $11 a day. 

One difficulty has been found in a few instances of 
over-eagerness of employees to undertake larger tasks 
than those proposed, with the idea of earning larger 
bonuses. Intwoplants,employing girls mainly, in which 
this condition arose, operators were allowed to try the 
larger tasks under the supervision of the factory nurses. 
In one instance the new task was obviously too great for 
the operator; in the other, altho the operator seemed to 
be able to accomplish it, it was felt that the arrange- 
in the machine shop was premium work. It thus appears that the percentage of 
accidents among the premium workers was less than the percentage of p ium work; 


that is, that the greater proportion of accidents during these nine months occurred 
among the day workers.” Report Chief of Ordnance, 1913, Appendix I, p. 68. 























294 QUARTERLY JOURNAL OF ECONOMICS 


ment might not be permanently satisfactory; so in 
both cases they were put back on the tasks as originally 
set. 

The extent to which the interest, loyalty, sobriety, 
thrift, and ambition of employees are increased, as is 
claimed by the advocates of scientific management to 
be the natural and usual result of their work, is difficult 
to determine in detail. If one may judge from rapid 
personal inspection of employees at work under the 
system, there can be no question of their closer applica- 
tion and deeper interest in the work they are doing. 
This interest extends beyond their own work to that of 
the management. Inasmuch as the success of the 
worker in earning the bonus depends partly on the 
smoothness with which the administrative department 
is conducted, the foremen and other executives receive 
numerous and forceful suggestions on this score if any- 
thing goes wrong. I have often seen workmen remind- 
ing their “ bosses,” in no uncertain terms, of their 
failure to live up to their managerial responsibilities. 
In fact, the authority of the operators within their own 
sphere is one of the outstanding peculiarities of a scien- 
tific management plant. 

Perhaps the most striking evidence of loyalty of 
employees under scientific management is the length of 
time they remain with their plants and the relatively 
infrequent changes in the payroll. This has further 
been illustrated in the demonstrated difficulty or im- 
possibility of inducing even union employees in these 
plants to walk out or stay out in sympathetic strikes, as 
was the case in Philadelphia in 1910. With reference to 
sobriety, experience has shown that immoderate 
drinkers are incapable of standing up to the work, with 
the result that they have gradually eliminated them- 
selves from these plants. Thrift and ambition are 


























SCIENTIFIC MANAGEMENT IN PRACTICE 295 


qualities which cannot be created by scientific manage- 
ment, but the opportunity for their exercise may be 
provided by a favorable environment, this environ- 
ment including high wages and the recognition of su- 
perior ability. Such an environment is provided by the 
system, and my observations confirm those of Miss 
Wyatt to the effect that the favorable conditions are 
being taken advantage of. On the other hand, there 
have been a few instances where a tendency to extrav- 
agance and dissipation has also been increased by the 
bonus. 

An investigator is forcibly struck by the notable 
increase in the personal efficiency of operatives who have 
worked for any length of time on task and bonus. This 
is the logical result of the intensified personal instruction 
given them by the management. Another consequence 
of this instruction has been the development of em- 
ployees to the promotion point faster than it was 
possible to find openings for them. This condition has 
occasionally been met by finding them better paid and 
higher positions in other plants. Another character- 
istic result has been the broadening of the technical 
proficiency of the employee which follows from the 
method sometimes pursued of training them in several 
varieties of work, in order to interchange them from one 
department of a factory to another to meet seasonal 
fluctuations of the demands in various departments. 
The possibilities of this policy havé not, however, by any 
means been exhausted. 

While the results just described apply to the great 
majority of workers affected by this system, there is no 
doubt that there have been instances of less satisfactory 
consequences. It seems generally true that in the first 
application of time study methods, the operators 
studied are made considerably discontented and “ ner- 
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vous ” by the process. While as a rule this nervousness 
and discontent soon disappear, there appear to be some 
men who never get used to time study. A competent 
practitioner recognizing this fact transfers his time 
study to some other operator, in which case the indi- 
vidual too nervous to be made the subject of a time 
study usually has no objection later to accomplishing the 
resulting task. There has also been at the beginning 
of development in various plants considerable dissatis- 
faction with the share of the increased profit paid to the 
workman asabonus. They have not been able at first 
to see why, if production is increased 100 per cent their 
wages should be increased but 30 per cent. A brief 
explanation, however, of the part taken by the manage- 
ment and the expense undergone by it in providing the 
conditions under which the increased production is 
alone possible, has in the great majority of cases been 
satisfactory to the employee. 

While the task is set for the average good worker, it 
has purposely been made sufficiently difficult to act 
selectively, and there have been employees unable to 
accomplish it at first who in their discouragement have 
left their jobs before they had reached the bonus-earn- 
ing point. In addition to these there are undoubtedly 
some who were incapable ever of attaining the standards 
set. Bonus records as kept in various plants, however, 
show that the proportion of these employees is very 
small. On the other hand, I have been unable to find 
any evidence of overstrain in the effort to earn the 
bonus. 

The question has been raised whether the rigid 
standardization of processes and the precise instructions 
to workmen have not tended to suppress initiative, 
judgment, and progress. Strange to say, the only 
evidence I have found of this has been on the part of the 








— 


ES 




















SCIENTIFIC MANAGEMENT IN PRACTICE 297 


consulting engineers themselves, with some of whom 
the comparative perfection of methods developed ten 
years ago has tended to preclude the admission of 
the possibility of advance through any apparently 
radical or substantial change. With the workmen, 
however, it is generally true that the greater skill 
resulting from standardization and instruction has led 
to a correspondingly greater confidence and freedom of 
initiative and suggestion, and many of the detailed 
improvements worked out in practice are credited by 
the experts to the workmen themselves.! 


IV. RELATIONS WITH THE PUBLIC AND WITH 
ORGANIZED LABOR 


When we turn from the employer and the employee to 
the third party in interest — the public — we find the 
available data to be quite limited, due mainly of course 
to the comparatively short time that scientific manage- 
ment has been a real factor in industry and the rela- 
tively small proportion of plants using it. There is 
sufficient information available, however, to point to 
far-reaching ultimate social effects and consequences. 
In this paper such facts as we have will be briefly stated 
and the discussion of economic tendencies with probable 
results continued in a later issue. That scientific man- 
agement has had the effect of raising losing concerns into 
the profit-making class and thereby retaining a certain 
degree of competition which might otherwise have been 
reduced has been evident in several cases, some of 
which have already been pointed out in our discussion 
of gross results. 

There is no strong evidence at the present time to 
show that the increased efficiency of scientific manage- 


1 See C. B. Thompson, “ The Case for Scientific Management,’’ Sociological Review, 
vol. vii, p. 315. 
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ment has resulted in lower prices to the public, for the 
reason that most of those now using it stand in a quasi- 
monopoly position in which there is no necessity for 
them to reduce their prices substantially below those of 
their competitors, notwithstanding their larger profits. 
An interesting question is being raised by the fact that 
public service corporations operated under scientific 
management are in a fair way to show unusually large 
profits based on rates which would be considered normal 
for concerns operating by the usual methods. Will 
public service commissions apply to these more modern 
concerns the 8 per cent rule, thus depriving them of the 
benefits of their superior management? The one 
instance in which the public has benefited conspicu- 
ously by the reduction of price is in a very highly com- 
petitive industry—the automobile industry— in which 
thereduction in theselling price of the car was apparently 
the essential condition on which the concern could live. 
In this instance a car selling with small profit at $2,950 
has been reduced in price to $2,150 with a considerable 
increase in profit. This result is said by the company 
without qualification to be due to the application of 
scientific management. 

The one phase of the relations of scientific manage- 
ment to the public on which considerable information is 
available is that of its relations with the labor problem 
and more particularly with organized labor. The social 
import of the general increase of wages through the 
bonus for the individual employee varies of course with 
the number of employees involved. Thus far it is safe 
to say that it has affected about 40,000. These are 
widely scattered, however, and no notable social ad- 
vantage has accrued. The selective methods of scien- 
tific management would appear to have some bearing 
on the problem of unemployment. Thus far it has been 
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the consistent policy of consulting experts never to dis- 
charge an employee on account of changes in the system 
of administration. It is also their policy to spur the 
management to such an increase in its selling activity as 
to take up the expected increase in production as rapidly 
as the latter is attained, hoping thereby to retain or even 
add to the number of persons employed. In many 
cases the management has succeeded in increasing its 
sales in the manner and with the result suggested. In 
other instances, however, the result has been ultimately 
a decrease in the number employed, brought about not 
by the discharge of employees but by refraining from 
filling the places of those who in the natural course of 
things drop out. The dropping out process has also 
been facilitated somewhat by the application of the task 
and bonus, as a result of which those who are for any 
reason dissatisfied with it seek employment elsewhere. 
The net effect of these changes, however, involving as 
they do but a small part of the total number of em- 
ployees, widely scattered, and resulting from a process 
necessarily slow in its development and carried on by a 
small number of practitioners, is exceedingly slight; and 
it cannot be said that scientific management has as yet, 
no matter what its future influence may be, affected the 
problem of unemployment. 

The American Federation of Labor, however, has 
devoted a considerable share of its attention to what it 
considers the dangers of scientific management. The 
agitation against it seems to have originated in the 
International Association of Machinists. In 1911, Mr. 
James O’Connell, at that time president of the Associa- 
tion and now a member of the National Industrial 
Relations Commission, issued a fiery circular to his 
constituents condemning wholesale his conception of 
the Taylor system. The strike of the molders at the 
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Watertown Arsenal in 1911 drew the attention of other 
labor leaders to the system, and Mr. Frey of the Inter- 
national Association of Molders and Mr. Duncan, first 
vice-president of the American Federation of Labor, 
Mr. John Mitchell, and many other officials, have since 
taken up the cudgels vigorously. Their opposition is 
aimed primarily at the possible weakening of the co- 
hesion of organized labor under scientific management 
based on known facts; and particularly against the 
insistance on individual bargaining, which has marked 
the practice of Mr. Taylor and his associates. 

At the Seattle Convention of the Federation in 1913 ! 
and the Philadelphia Convention in 1914,? resolutions 
condemning the system were adopted. At the same 
time a determined effort has been made to introduce and 
pass through Congress a bill to prohibit the use of the 
stop-watch or any premium or bonus system in any 
plant operated by the government, aimed of course at 
the Taylor system as developed in the arsenals. 

The resolutions and speeches of labor leaders and their 
congressional advocates have thus far been marked by 
a conspicuous lack of information in regard to the 
system they are condemning; and scientific manage- 
ment exponents and managers of plants using the 
system have observed a great reluctance on the part of 
these leaders to avail themselves of the opportunities 
frequently offered them to secure at first hand the 
information for intelligent dealing with the subject. 
The exhaustive investigation of the House Committee 
on Labor of the 62d Congress resulted in a report 
recommending that no legislation* be made, as the 


1 See Report of Proceedings of the Thirty-Third Annual Convention of the Ameri- 
can Federation of Labor, held at Seattle, Washington, November 10 to 22, inclusive, 
1913, page 299. 

2 See Report of Proceedings, p. 326. 

* Report of Special Committee to Investigate the Taylor and Other Systems of 
Shop Management (62d Congress, 2d Session, House Report 403, 1912). 
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deleterious effects alleged by the opponents of the sys- 
tem had not been found in practice. The House 
Committee on Labor of the 63d Congress, without an 
investigation, reported a bill proposed by the labor 
unions; ! but this bill has not come to a vote. 

Thus far Mr. Taylor and most of the other practi- 
tioners of scientific management, while recognizing the 
historical benefit of labor organizations, have insisted 
that there is no need for them in plants enjoying the 
favorable conditions for labor created by their system, 
and further that in such plants there is no place for col- 
lective agreements, inasmuch as in their opinion all the 
matters which might be made the subject of collective 
bargaining are matters of fact determinable by experi- 
ment and not subject to agreement or opinion. They 
insist further that in their experience there has been no 
necessity for considering particularly relations with 
labor unions and that such consideration would only 
add to the already large difficulties of their work. 

In spite of the fact that many of the plants now using 
scientific management have among their employees 
members of unions, and notwithstanding the public 
opposition of labor leaders, the only instance of actual 
organized opposition to the original Taylor system was 
that at Watertown already referred to, where the 
molders walked out during the absence of the consulting 
manager and on account of a detail of the work begun 
without his authorization. This difficulty was soon 
adjusted, the men went back to work and have been 
working continuously since, altho in the meantime the 
matter has been taken up by their official leaders and 
made the subject of petitions to the Secretary of War ? 


1 See Hearings before the Committee on Labor, House Report, 63d Congress, on 
House Report 8662, April 17, 18, and 20, 1914. 

3 See Appendix to Report of Chief of Ordnance, 1913. Government Printing Office, 
Washington. 
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and the agitation in Congress already described. There 
have been a few instances of “ labor troubles ” in con- 
nection with the installation of certain derived forms of 
the Taylor system, due in general either to the bungling 
of a subordinate on the job, as in the case of a plush 
mill, or to the irreconcilable attitude of the union 
leaders, as in the case of the engineers on the Sante Fe. 
In other plants there have been conferences in a few 
instances between the management and representatives 
of local unions concerning details of administration, and 
arrangements satisfactory to both sides have been 
effected. In a few cases the extension of scientific 
management from unorganized parts of the plant to 
other departments highly organized has been delayed 
on account of the fear of labor union opposition. In 
several instances efforts of organizers to unionize 
departments using the system have failed on account of 
the satisfaction of the employees with the conditions of 
their work. In one plant where scientific management 
was fully developed and in complete operation, the 
management, for reasons unconnected with the system 
or with working conditions, has itself authorized and 
aided the organization of its employees. In the great 
majority of applications, however, there is no attention 
paid to the question whether the employees are union- 
ized or not; and local unions conversely have ignored 
the development of the system. 

That the general satisfaction of the employees under 
scientific management has had a stabilizing influence in 
the direction of industrial peace has been illustrated in a 
number of instances like that already cited of the gen- 
eral strike in Philadelphia in 1910. In other plants, 
during the I. W. W. agitation in 1911-12, the employees 
kept themselves well outside the drift toward that 
organization. It is evident on the whole that the reali- 
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zation by the employees of the fact that scientific 
management automatically provides, at no cost to 
them, higher wages and better working conditions than 
can be shown by labor organization, has weakened the 
hold of the latter upon them. When to this is added 
the instinctive defense of the principles of collective 
bargaining, restriction of output, and uniform wages, by 
the labor leaders and the reaction to a fighting attitude 
on the part of some leaders in scientific management, we 
have the chief factors to which must ultimately be laid 
the persistent opposition of the labor officials. 


V. FarmLtures AND THEIR CAUSES 


It is well known that the efforts to apply scientific 
management have not met with uniform success. The 
results have ranged all the way from absolute failure, 
by which is meant the complete cessation of work on the 
system at any point in its development and the rejection 
of what had been already accomplished, to complete 
success, by which is meant the development and reten- 
tion of all details of the system in their application to at 
least one complete department of a plant. Between 
these two extremes are many cases of partial success, 
by which is meant the development and retention of 
some important detail such as the stores, routing or 
cost sub-systems. Of the 107 industrial plants for 
which information on this point is available and in 
which the work has progressed far enough to warrant 
formation of a judgment, 58 may be called complete 
successes, 15 partial successes, and 34 failures; 29 of 
these 34 failures are connected with the derived forms, 
constituting 38.6 per cent of the applications of such 
forms, while 5 are connected with the original Taylor 
forms, constituting 9.4 per cent of their applications. 
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Of the 17 cases now to my knowledge in process, there 
is good reason to suppose that 15 will be partial or com- 
plete successes and 2 probably failures. 

An analysis of the causes of failure shows a noticeable 
concentration about two factors — the personality of 
the consulting engineers and the personality of the 
management. Several failures are due to the inex- 
perience and incompetence of the so-called ‘‘ experts ” 
put on the job; others to their lack of adaptability to 
new conditions or to the personality of the owners; and 
still others to an unwillingness on the part of the expert 
to familiarize himself personally with the shop opera- 
tions. In at least two cases the experts spoiled their 
chances of success by indulgence in impractical and 
expensive experiments. In one instance the wholesale 
importation of outside men (made necessary, it is true, 
by the unwillingness of the management to provide men 
from its own staff) was a large contributing factor. 

On the other hand, even more cases of failure are due 
to the management itself. Chief among these has been 
the spasmodic way in which owners, without due inves- 
tigation or realization of what the development of 
scientific management meant, have rushed into it only 
to begin to vacillate before the engineers had had time to 
produce any substantial results. This has been the 
case particularly where the owners have gone into 


| scientific management in response to advertising or 





other forms of solicitation. In a considerable propor- 
tion of the failures there has been marked dissension in 
the management, notably in certain instances where the 
foremen have for a long time enjoyed practical control 
of the business. This condition is fostered also by 
absentee control, or control by financiers or lawyers 
unacquainted with the practice of industrial manage- 
ment and therefore unable to adjust the inevitable 
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difficulties which arise between subordinate officials 
and experts in almost every case. There must be 
mentioned also a few cases where the sheer incompe- 
tency of the management made success under any 
system impossible. 

In a fairly large proportion of instances failure was 
due to the financial inability of the owners to carry 
through the development they had begun. Occasion- 
ally this has been due to lack of foresight, but in the 
majority of cases to the supervening of a period of 
severe business depression such as occurred in 1907 and 
in 1913-14. In one or two instances this has been 
complicated by the cessation of sales for the product 
manufactured, due either to a change of public taste, as 
in the case of a factory making bicycle roller bearings, 
or the failure of the selling organization, as happened in 
a garment factory. In but one instance to my knowl- 
edge has the threat of labor difficulties been even 
partially responsible for failure, and here the situation 
was so complicated with financial troubles (in 1907) and 
an unsympathetic management that it is difficult now 
to determine precisely what weight should be given to 
this factor. 

As may be expected, these causes of failure have in 
practically every case operated in combinations of 
two or three or more. The striking fact deducible 
from the investigation is that, with one possible excep- 
tion, the failures have been due-entirely to the experts 
or the managers and owners or both, and never to diffi- 
culty with workmen—and this independently of whether 
the workers were organized or not. 
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VI. GENERAL INFLUENCE OF THE MOVEMENT 


A discussion of scientific management would not be 
complete without some reference to the influence of the 
movement outside of its recognized application. It is 
safe to say that scientific management shares with the 
modern movement of cost statistics the credit for the 
wide-spread interest in the improvement of methods 
and details in factories of every type. Cost sys- 
tems are easier to develop and apply than production 
systems. They have, therefore, had many more ex- 
ponents and are far more generally found. Their 
showings, however, have had the direct result of 
pointing out the necessity for production systems to 
eliminate waste made evident by cost statistics; and 
the two movements have, therefore, gone hand in hand, 
altho “‘ production engineering ”’ just now is belatedly 
coming into its own. A brief perusal of the many fac- 
tory and technological magazines and journals, and of 
the proceedings of the numerous meetings of manufac- 
turers’ associations, gives the clearest evidence of the 
large share of attention factory managers and owners 
are now giving to modern production systems. 

It is also to be noted that since the attention of rail- 
roads was so forcibly called at the famous Eastern Rate 
Case hearings in 1911 to the work on the Santa Fe, 
they have been considering with a great deal of serious- 
ness, tho with little or reluctant acknowledgment, the 
kind of detailed analysis, supervision, and development 
from a new point of view which was then shown 
to be possible and profitable. This tendency will 
doubtless gain in momentum as the railroads recover 
from the strain of public criticism brought out at that 
time. It will be aided also by the development of 
more refined and minute cost methods which are 
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only just beginning to make themselves felt. That 
the systems ultimately developed by the railroads will 
be similar in appearance to those now found in factories 
operated under scientific management it would be rash 
to assert. But it is safe to say that the application of 
similar principles to their particular problems is being 
made to some extent and will be carried to far greater 
lengths in the reasonably near future. 

Certain of the fundamental principles of scientific 
management, such as the economy of motion, energy, 
and time, and the detailed control and coérdination of 
the work of organization, have made an effective and 
practical appeal to the professions. This is evidenced 
by the movements for greater efficiency in education, 
legal administration, and even in the conduct of social 
service, churches, and religious organizations. 

And, finally, must be noted the radical change which 
the wide-spread publicity given the scientific manage- 
ment movement has brought over the popular concep- 
tion of efficiency. Heretofore the policy of doing one’s 
every-day work in the most perfect way has been con- 
sidered a matter of aesthetic satisfaction, an artistic 
pleasure, and therefore to be pursued only in accord- 
ance with the dictates of one’s ‘‘ temperament.” Now, 
however, the conservation of personal effort is inter- 
preted as an important phase of the broader movement 
for the conservation of all resources. It is considered 
economically advantageous, and, therefore, a personal 
and social duty. The general acceptance of this 
attitude will prove, in the long run, I think, the greatest 
social benefit that will have flowed from the work of 
Mr. Taylor and his associates. 


C. Bertranp THOMPSON. 


Scuoot or Business ADMINISTRATION, 
Harvarp UNIVERSITY. 
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MONOPOLY OR COMPETITION AS THE 
BASIS OF A GOVERNMENT TRUST 
POLICY ! 


SUMMARY 


The problem must be attacked on grounds of theory, 308.— Maximum 
satisfaction and the law of the equalization of marginal return, 311.— 
Monopoly and competition not antagonistic, but supplementary, 315. 
— The endeavor to suppress combinations misdirected and futile, 318. 
— Competition leads to overcapitalization, i. e., excessive capital invest- 
ment, in certain industries, 321. — Existing Kartells do not represent 
advantageous monopolistic organization, 322. — Criticism of the Ameri- 
can trust legislation of 1914, 324. 


THE question of government regulation of trusts, 
long an unsolved problem of American economic policy, 
has received renewed attention since President Wilson’s 
inauguration, and is now leading to new trust legislation. 
I take pleasure, therefore, in complying with the request 
of the editor of this Journal for an expression of opinion 
upon the latest phase in the campaign against trusts in 
the United States. In accordance with his desire, I 
shall connect my discussion with the articles by Pro- 
fessor Durand which appeared in recent numbers of the 
Quarterly Journal. I do this the more willingly because 
the point of view from which Professor Durand proceeds 
to discuss the problem is the same as that which I have 
found necessary to adopt in preparing a third edition 
of my book, Kartelle und Trusts. Professor Durand em- 
phasizes what has already been pointed out by others, 
and in my opinion is undeniably correct, that the 
whole Kartell and trust problem resolves itself into the 
general problem of the benefits and evils of free competi- 


! Translated by H. R. Tosdal. 
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MONOPOLY OR COMPETITION 


tion on the one hand and of monopoly on the other, and 
that the decision is a task for economic theory, and is to 
be obtained only by means of it. The carefully thought 
out articles of Durand, in which the facts are subjected 
to critical examination, show clearly that no conclusion 
as to the general significance of monopoly and competi- 
tion for economic activity can be drawn from such of 
their effects as have been hitherto ascertained. A final 
judgment as to the advantages and disadvantages of 
the one or the other principle of organization cannot 
be given. Whether a system of free competition or one 
of monopoly would make possible the more complete 
satisfaction of wants can be decided with as little 
finality from previous experience with American trusts 
as from that of German Kartells. A scientific conclu- 
sion can be drawn only from theory, — from “ general 
reasoning,” as Durand says. The theoretical views can, 
at the most, merely be confirmed by observation of 
fact. 

Tho I thus agree with Professor Durand concerning 
the point of departure from which to approach the prob- 
lem, the conclusion at which I arrive as the result of 
theoretical consideration is rather the opposite of 
Durand’s. Durand takes his stand for free competi- 
tion and it is his endeavor, as it has been that of Amer- 
ican trust policy at all times, to crush the trusts and to 
restore and maintain freedom of competition. The 
advantages of free competition, that supply is better 
adjusted to demand, that it brings about lower prices 
to consumers, and so on, have been pointed out so often 
that it appears unnecessary to enter here into detail 
concerning them. The whole body of economic doc- 
trine as hitherto accepted took this standpoint; and in 
consequence, it seems an almost hopeless venture to 
wish to defend another basis theoretically. Moreover 
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it has never been attempted before. Much that was 
suggested by observation of facts has been said in favor 
of monopoly, and Durand also mentions certain advan- 
tages of monopoly. But in accord with prevailing 
theory, he is a convinced defender of the principle of 
free competition, and the trust policy he recommends 
consists in prosecuting the trusts more vigorously than 
has been done in the past, and in assisting free competi- 
tion again to a dominating position. 

It appears to me, however, that not the least refer- 
ence to economic theory is to be found in Professor 
Durand’s argument. His “ general reasoning” is 
nothing more than a generalization, a summing up, of 
earlier observations. A theoretical consideration of 
the trust problem, on the contrary, must seek to connect 
it with the fundamental principles of economic theory. 
As yet, that has been attempted only in a very modest 
way. As in a measure embodying such an attempt, I 
may refer to the first and third chapters of my work, 
which appeared seventeen years ago, Die Uniterneh- 
merverbénde, and to R. T. Ely’s Monopolies and 
Trusts.:_ Both works are now out of date. Correspond- 
ing to the incomplete state which at present character- 
izes all economic theory, it seems to me that there still 
exists a great want of clearness concerning the connec- 
tion between monopoly and competition. Conse- 
quently, what has been said theoretically upon the 
question of trusts is very inadequate. I may, therefore, 
be permitted, in so far as is possible within the limits of 
this article, to indicate my view of monopoly and com- 
petition, and at the same time the theoretical basis for 
my attitude upon the trust problem. It will appear 
that the question as put by Durand, — either free 
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1 On Ely’s book see my reviews in Conrad's Jahrbiicher, 1902, III series, vol. xxiii, 
and in Weltwirtschaftliches Archiv, vol. ii, 1913. 
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competition or monopoly, —is wrongly framed, that 
choice cannot be made between the two principles of 
organization; rather these inseparable principles always 
codperate and react upon one another. When one 
wishes to frame the question as one of abstract theory, 
inquiring about the maximum satisfaction of wants, 
it can be proved that this is to be obtained only by 
means of monopoly.* 

As a preliminary, it must be stated that according to 
modern principles of science, economics has the char- 
acter of a science only so long as it refrains from express- 
ing judgments. These must always be based upon 
some ideal which is beyond the bounds of economic 
consideration; and upon this basis, no propositions of 
general application, such as science demands, are 
possible. 

The goal of all industry and of all economic activity 
is the greatest possible satisfaction of the wants of all. 
This satisfaction of wants extends by no means only to 
the material goods which alone are usually considered 
by current theory, but to everything that man desires. 
And the essence of economics lies, consequently, not in 
our dependence upon external, natural objects, but in 
the fact that the varied needs, the sum of the desired 
utilities, are opposed to the costs which must be ex- 
pended for them, and that the two are compared. The 
greatest possible utility at the smallest possible cost, 
in other words, the largest possible return, is the 
object of all industry (Wirtschaft). In this connection, 
utility and cost are not to be understood in the sense 

1 The following discussion supplements ideas upon the elements of economic theory 
which I have published in the work, Ertrag und Einkommen auf der Grundlage einer 
rein subjectiven Wertlehre (Jena, 1907), and in various articles, and which diverge con- 
siderably from prevailing opinion. The article upon ‘‘ Die Entstehung des Preises aus 
subjectiven Wertsch&tsungen,” in Archiv fir Sozialwissenschaft und Sosialpolitik, 1912, 
and three articles in Conrad's Jahrbiicher, —‘‘ Das Wesen der Wirtschaft,” “ Wirt- 


schaft und Technik,” and ‘‘ Die Skonomische Produktivitatstheorie,’"’ — touch the 
same principles. 
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accepted by prevailing theory, which I term quantita- 
tive-materialistic, as a quantity of goods, but as consist- 
ing of sensations of pleasure and pain, and the yield is not 
a quantity of goods, but is purely psychical, a surplus 
of the former over the latter. It can hardly be over- 
emphasized that all fundamental economic concepts are 
valuation concepts, and that valuation in terms of 
money turns not upon the quantity of money, but upon 
the individual’s valuation of that quantity. To bring 
about the largest possible return, 7. e., the largest pos- 
sible surplus of pleasurable sensations, is the aim of all 
economic activity. Whether this object is attained, 
whether there is the most complete satisfaction of all 
wants, is a question which depends obviously upon the 
subjective estimates of the individuals regarding the 
goods offered. Upon that point no general theorems 
can be laid down, and hence strictly scientific, theoreti- 
cal investigation seems to break down at the very first 
fundamental question, — when is complete satisfaction 
of wants present? 

As I stated several years ago in my article upon the 
problem of productivity, and as has been conceded to 
me by the chief representative of those who would 
refrain in economic science from any formulation of 
judgments (Werturteile), Max Weber, it is still possible 
to frame a question which avoids reference to these in- 
evitably subjective judgments. One must not inquire, as 
does prevailing theory, about the largest possible wealth 
of a people, 7.e., the largest possible quantity of goods, but 
one must ask, under what conditions, in what organiza- 
tion of exchange, can the greatest satisfaction of the 
wants of all be made possible? For this purpose it is 
not necessary to determine wherein the satisfaction 
of wants consists. One can investigate in a purely 
theoretical manner which organization of industry 
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brings about the best provision for satisfying wants. 
And it is by this method also that one can reach a 
correct conception of the nature of monopoly and 
competition. 

The outcome of the economic theory which I have 
developed, —I cannot give it here in detail, —is as 
follows. For the economic dealings of each individual, 
as well as for exchange transactions as a whole, the same 
law applies, which I have called the Law of the Equal- 
ization of Marginal Returns. The decisive element is 
the surplus of utility over cost,—the return. As 
already said, this must not be understood to be a 
material quantity, a quantity of goods. Even when we 
consider the industrial entities operating for exchange, 
in which returns appear as sums of money, — in con- 
trast with the returns derived in self-centered domestic 
industry (consumers’ returns), — we should regard not 
the pecuniary sum but the evaluation of the money, 
which, it must be admitted, is in turn derived from 
the evaluation of the goods purchased. Now, for each 
economic person the greatest satisfaction of wants is 
obtained when he expends so much effort upon each 
satisfaction that the marginal returns, 1. e., the returns 
secured with the last unit of cost expended, are of the 
same size for the different satisfactions. 

This law of the equalization of marginal returns 
applies in precisely the same way under developed 
conditions of exchange. Maximum satisfaction of the 
wants of all is attained when so much capital and 
labor flow to each branch of industry that, with due 
regard to the differences in risk, the marginal returns, 
the returns of the last and most expensive enterprises, 
in all branches are equal. Now it is not to be doubted 
that this condition will best be reached under the rule 
of free competition; and hence it is that the classical 
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economists, tho unacquainted with the modern accurate 
theoretical formulation, found in free competition the 
natural regulator of exchange transactions. All capital 
would then, under the influence of the all-animating 
pursuit of gain, turn to the industrial activity in which 
the strongest demand of consumers is still unsatisfied, 
and in which, therefore, the largest profit can still be 
realized. These needs will be so far satisfied, the supply 
of goods will be so adjusted, that the dearest sellers in all 
branches, whether they offer goods or services, still 
realize in the long run a certain minimum of profit. 
In this way the economic principle of the greatest con- 
ceivable provision for wants is fulfilled. 

This theoretical premise seems at once to point to 
the unconditional superiority of competition as a 
principle of organization. But it serves only to clarify 
the actual relationship between competition and 
monopoly. One arrives in this question at a result 
quite different from the foregoing, if the line of thought 
is carried a step further. The conceivable maximum 
satisfaction of wants will be reached when, in each 
branch of industry, the cheapest sellers supply the total 
demand. To bring this about is, after all, the final 
aim of free competition. It enables new enterprises 
to be established as soon as some one believes that he 
can sell cheaper than at least a part of the sellers then 
in the market. But since as a rule, a single seller is the 
cheapest, or only a very few, who under competition 
secure differential gains, %.¢., enterpriser’s profits, 
competition has the tendency, when pushed to its 
limit, to destroy itself and to be turned into monopoly. 
Since the cheapest seller can often lower costs by pro- 
ducing the whole supply, it follows that the maximum 
satisfaction of wants is obtained when there is only one 
seller, competition remaining latent in the background, 
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effective only when the seller does not employ the most 
efficient methods of production, or when as a monopolist 
he appropriates a profit much above the economic 
marginal return. 

One might express it thus: economically speaking, 
free competition is that organization of business which 
effects the most complete provision for want; tech- 
nically, however, the maximum is brought about by 
monopoly. This is the chief reason for the fact that 
competition, pushed to the extreme, becomes monopoly. 
The climax of competition is monopoly, and all com- 
petition is nothing but a striving for monopoly. 

The much discussed question whether monopoly or 
competition is the most efficient form of organiza- 
tion, hitherto answered in favor of competition, is 
therefore, as we now see, improperly framed. Their 
mutual relationship is concealed when they are treated 
as absolute opposites. They are indeed antagonistic, 
yet, as may be asserted of all opposites, they not only 
conflict, but generate each the other. An organization 
of exchange based upon the principle of competition 
can nevertheless exhibit monopoly conditions. Monop- 
oly and competition are special positions and strategic 
groupings of sellers and buyers in exchange and in price 
making, one of which shades imperceptibly into the 
other.' 

This relation between monopoly and competition, 
which previous writers failed to notice, is especially clear 
in the Kartells and trusts. They are undoubtedly mo- 
nopolistic organizations; nevertheless, competition in its 
most general sense, and in the sense which concerns"us 
here, is not eliminated. It appears in the Kartells and 
trusts as latent competition, always in the background, 


1 For further discussion of these views I refer to my article upon the development 
of price (Entstehung des Preises) in the Archiv fiir Sozialwissenschaft, 1911. 
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and will the more surely and the more vigorously break 
forth, the more monopoly manifests itself not merely 
as monopoly state or tendency, but with monop- 
oly effect; the more it depends, not upon the mere fact 
that sellers have united, but upon the influence of this 
union upon price making. Otherwise expressed: the 
problem of monopoly and competition, in common with 
all other problems of economic theory, is not static, 
but typically dynamic, a fact which current theory for 
the most part still fails to perceive. Competition in 
this sense is then not merely the presence of several 
sellers in the market. One might define it as the 
possibility of the free movement of labor and capital. 
Competition, latent at least, is present as long as the 
appearance of a new seller in a branch of industry is not 
precluded. An impossibility for new sellers to compete, 
an absolute monopoly, is present only in those cases 
which rest upon the law, as with patents and the admin- 
istrative monopolies of public bodies, and in those of 
natural monopoly due to the fact that the supply of 
certain goods and services cannot be increased. Yet 
the latter are in most cases only relative monopolies, 
because of the possibility of employing substitutes. 
A person who wishes to hear Caruso sing may not care 
to hear any other singer, when the price of admission 
to the former is too high; but he will satisfy his desire 
for music in another way. Even Caruso cannot fix the 
admission prices at will, if he desires the largest possible 
return, but must take into account that the higher his 
price, the more strongly other means to satisfy the love 
of music compete with him. 

Thus nearly all monopolies are relative monopolies, 
and are the more destructive to themselves, the more 
they lead to actual monopoly effects, as expressed in 
prices. It is not monopoly that kills competition, but, 
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as was said by Proudhon in his Contradictions écono- 
miques seventy years ago, it is competition that kills 
competition. One does well, therefore, to distinguish 
between free competition, in the sense of freedom to 
enter any branch of industry, and the competitive 
struggle, the mutual underbidding, which has been 
regarded as the essential characteristic of the competi- 
tive system. The survival of the economically strong- 
est in the competitive struggle puts an end to this, at 
any rate temporarily, and leads to monopoly, but at 
the same time gives a new impetus to free competition, 
so that the more an acquired monopoly position is 
exploited, the sooner the competitive struggle is 
renewed. Only in this sense is free competition the 
basic principle of our economic crder; more accurately, 
it is not competition, but the pursuit of gain of the 
individual when free to develop, which organizes exist- 
ing economic society, 7. e., the provision for all through 
the processes of exchange. 

Hence only a peculiar combination of competition 
and monopoly brings about the greatest possible satis- 
faction of wants. Free competition, 7. e., the voluntary 
pursuit of gain, must decide, as it does now, just how 
much capital and labor is to flow to each branch of 
industry. But aside from the possibility of the appear- 
ance of new sellers, the maximum of satisfaction is 
effected, not by a multitude of sellers with varying 
costs of production, but only by the one with the lowest 
cost. This technical maximum, perfect monopoly oi a 
single seller, would of course seldom be wholly realized, 
because in the present age of continued technical prog- 
ress the position of the cheapest seller shifts very 
frequently. But the pursuit of gain (Hrtrag), the 
dominant principle of economic activity, has the 
natural tendency toward monopoly, in which alone 
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this aim can fully work itself out. The individual is 
simply intermingled in his efforts with the similar 
efforts of other individuals. 

The relation between competition and monopoly is, 
to sum up, approximately as follows. The fundamental 
principle of organization in exchange is neither the one 
nor the other; that principle is the pursuit of gain on 
the part of each individual economic entity. This 
pursuit leads to the most effective distribution of all 
capital and labor among the various branches of 
industry. For each individual the ultimate aim is the 
attainment of a monopoly position; but whenever, 
because of external conditions, several strive for this 
goal, competition and the competitive struggle result. 

Consequently the most rational economic organiza- 
tion is doubtless monopoly in each industry, but so to 
speak upon the basis of competition, that is, upon the 
basis of unfettered pursuit of gain. The competitive 
struggle must remain latent in the background, to 
become effective as soon as the monopolistic seller begins 
to exploit his position. Monopoly and competition, in 
other words, exist side by side in what may be called a 
state of unstable equilibrium. 

Now to bring about this state is the task of an 
economic policy on monopolistic organizations, such as 
the Kartells and trusts. It appears how misdirected 
is the American policy, when for instance it endeavors 
in every way merely to maintain the competitive 
struggle, and to suppress every effort toward monopoly, 
every larger concentration of enterprises. This is 
simply impossible of execution, because each com- 
petitive struggle is itself an endeavor to secure monop- 
oly, and the more violent it is the more surely does it 
lead to monopoly. The monopoly of Kartells and 
trusts is therefore nothing more than the competitive 
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conflict pushed to its limit. A rational policy toward 
monopoly should endeavor to see to it that the two 
principles oppose each other with somewhat equal 
forces. On the one hand, it must endeavor to prevent 
individual enterprises from becoming too powerful, 
from approaching too closely to absolute monopoly, so 
as to render the rise of new competitors unduly difficult, 
— this is now above all the task of monopoly policy. 
On the other hand, it should not clumsily seek to pre- 
vent every attempt to monopolize, nor attempt to es- 
tablish a state of continued competitive warfare. That 
is uneconomical, leads to continual upheaval, stimulates 
speculation, and after all is simply furthering the effort 
to monopolize. Not general competitive warfare, but 
monopoly held within bounds by the free operation of 
the pursuit of gain, is the best organization of industry. 
If we consider more closely, from this point of view, 
the relation between monopoly and competition under 
present economic conditions, we perceive that the 
general tendency toward monopoly frequently attains 
its object, and that the competitive conflict is done 
away with, merely leaving free competition in latent 
form in the background. Many atime we observe that 
exploitation of monopoly position leads to resumption 
of the competitive struggle. The practicability of mak- 
ing competition effective so as to be available at the right 
time, is, as I have said, of the greatest importance. So 
to regulate it that there is not too much or too little of it, 
in other words, to attain the correct mixture of monop- 
oly and competition, — here is the essence of a govern- 
ment policy on monopoly. Let me state in a few words 
what aspects of this policy should be borne in mind. 
Obviously in contemporary industry the forces re- 
stricting and facilitating competition are operative side 
by side. All such phenomena receive their true elucida- 
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tion from the standpoint from which we have considered 
them. In the main the effectiveness of free competition 
is enormously facilitated by modern economic develop- 
ment, and precisely upon this account the Kartells and 
Trusts have come to pass, as the climax of the competi- 
tive conflict. The greater volume of wealth itself facili- 
tates new competition, still more the greater mobility of 
capital, resulting from the development of credit and 
securities, by which vast sums are put readily at the dis- 
posal of the most remunerative employment. Besides, 
technical factors, such as the immense improvements 
in transportation, which extend the circle of competing 
sellers and render more difficult the formation of local 
monopoly, make easier the rise of new competitors. 
The continued improvements in all branches of pro- 
duction render insecure the position even of the mo- 
nopolist who does not exploit his position, and gives 
@ special impetus to new enterprises in any branch not 
subject to monopoly. 

The consequence of this development was that it was 
too easy to compete, there was too much competitive 
conflict. The opinion of the free trade school, that 
there can never be too much competition, has mean- 
while not only been refuted by experience, which demon- 
strated that the competitive struggle led finally to 
monopoly, but can also be disproved by economic 
theory. I have attempted to explain this in the articles 
already referred to. Briefly, the conclusion is the 
following. There is no doubt that the adoption of 
cheaper methods of production is under all circum- 
stances profitable to private individuals, and that 
continued technical advance may therefore lead to a 
situation in which much more capital flows to some 
branch of industry than the extent of demand warrants. 


1 The article upon productivity in Conrad’s Jahrbiicher, and that upon the theory 
of saving and the creation of capital in Schmoller’s Jahrbuch, 1912. 
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The capital already invested cannot simply disappear 
and be written off the economic balance sheet; it must 
be amortized. Thus the adoption of each technical 
improvement may not be under all circumstances 
rational, but may result in excessive outlay of capital, 
which of course must restrict consumption at some other 
point. In other words, the proper relation between 
capital formation and consumption, which theory can 
formulate sharply, — again through the law of the 
equalization of marginal returns, — and which finds 
also in practice its realization in the rough equalization 
of returns in the various forms of enterprise, can be dis- 
turbed by continued technical improvements, the 
adoption of which is profitable to private individuals 
and consequently leads to the continued establishment 
of new enterprises. It creates an overcapitalization; not 
in the sense in which one commonly uses this term in 
connection with the trusts, but in the sense that more 
capital is directed to one or another branch of industry 
than the increase of demand and the normal amortiza- 
tion warrant. Actual money income is thus converted 
into capital goods and into an excess of capital goods; 
whereas in the creation of fictitious capital on the part 
of many of the trusts, money merely passes from one 
pocket to another, and no real creation of capital, no 
creation of capital goods, takes place at all. 

This overcapitalization, which threatens wherever 
numerous important technical changes are carried out 
under the régime of free competition, is the ultimate and 
most general cause of economic crises. To prevent them 
has been one of the chief motives for the creation of mo- 
nopolies. The whole movement toward concentration, 
especially the rise of Kartells and trusts, is in the last 
analysis to be traced to this fault of construction in an 
industrial organization based upon competition, to the 
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incompatibility between the individual’s desire for gain 
and that apportionment of real capital which is most 
advantageous for society. The whole existing tendency 
toward monopoly is nothing else than a means of self- 
help used by the economic organism to check the growth 
of the anarchic state of production under the régime of 
competition, in other words, the uneconomic character 
of continually impending overcapitalization appearing 
as a consequence of technical advances under the 
influence of private pursuit of gain. Likewise the con- 
centration of money and credit is to be classed among the 
phenomena which represent self-defense by the economic 
body against the unchecked operation of competition and 
the attendant danger of attracting an excess of capital. 

At this point, one may perhaps object that such over- 
capitalization occurs not only under free competition 
but also under present monopolistic organizations. 
That is quite true. For instance, in the German potash 
industry, the potash syndicate supported by the govern- 
ment has caused the erection of new plants to be 
greater and production to exceed demand to a much 
wider extent than can be pointed out in any other 
industry. In the mining industries also the establish- 
ment of new enterprises and the expansion of old ones 
has proceeded more rapidly under the influence of 
Kartells than would probably have been the case under 
different circumstances. This simply indicates that 
one must not conceive of monopoly and competition as 
absolute opposites, and must not characterize the Kar- 
tells and trusts as really monopolistic organizations. 
They are not absolute monopolies, but only the results of 
the tendency toward monopoly, 7. ¢., of the competitive 
conflict. In particular, the Kartell is merely an organ- 
ization with a monopolistic purpose; but even this 
purpose is only monopolistic to a limited extent, since 
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in the majority of cases it is restricted to price making. 
It does not extend to the creation of capital, which is 
quite as important economically; the establishment of 
new enterprises still takes place under conditions of 
competition, not of monopoly. Competition, in the 
above sense of the free mobility of capital and labor, is 
not eliminated in the Kartells and trusts, but remains 
latent, and becomes the more effective the nearer the 
competitive conflict reaches its culmination and actual 
monopoly is approached. The shifting relationship, 
the inseparable connection, which exists characteristi- 
cally between monopoly and competition, appears in 
these organizations, which are monopolistic in tendency 
but are not rightly to be entitled ‘‘ monopolistic organ- 
izations.”” They are at once instruments to restrict 
competition and render it difficult, and at the same time 
to encourage it and give it anew impulse. Competition 
leads to monopoly, monopoly leads to competition; 
so to speak, the law of the conservation of energy is 
transferred to the sphere of economics. Monopoly and 
competition are only two manifestations of the one 
force which sets the economic mechanism in motion, 
namely, the pursuit of gain on the part of all economic 
subjects. If this force leads to monopoly, it produces 
automatically its remedy, the competitive conflict. If 
this later form of energy is too much developed, it 
has within itself the tendency to turn to the opposite, 
monopoly. Only a state of equilibrium between the 
two forms of economic energy will result in the most 
advantageous organization of economic activity. Such 
is the foundation which economic theory can give to a 
modern policy on monopoly. 


Since the above was written, copies have reached me 
of the American trust acts of September 26th and 
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October 15th. After what I have said, it need not be 
repeated that the principle underlying them, namely, 
that free competition is to be kept in effect under all 
circumstances, seems to me not only theoretically un- 
sound, but in practice impossible of execution. In view 
of the enormous variety of the possible combinations of 
monopoly and competition, it will not be feasible, even 
after an indefinite number of judicial decisions, to lay 
down any general principle by which to decide when 
there is “ substantially lessened competition ” or when 
it is to be assumed that there is an attempt to “ create 
a monopoly.” The decisions must necessarily be arbi- 
trary. In consequence, even tho a number of monop- 
olistic organizations may be suppressed, others equally 
harmful will be left unaffected. The provision con- 
tained in Section 4 of the Anti-Trust Act of October 
15th, by which every person ‘‘ injured ” by monopolistic 
action is entitled to sue for damages, may lead to great 
uncertainty as regards the outcome of contracts, and 
may lead also to a great over-burdening of the courts. 
Certain provisions in Sections 8 to 10 of this act, 
which are designed to check financial abuses on the part 
of great corporations, quite apart from any monopolis- 
tic tendencies, are entitled to more favorable judgment. 
On principle they are to be commended. Nevertheless, 
in this regard also it seems to me doubtful whether a 
general and effective execution of the law is possible 
without a steady supervision and stringent control of 
the numberless enterprises, such as the American state, 
with its inadequate staff of trained officials, would seem 
as yet not able to carry out. The Federal Trade Com- 
mission is given tasks which may rise to such dimensions 
that all cannot possibly be attended to. Hence I must 
confess to an impression that these new enactments 
serve more to indicate the wish of the Administration 
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to do something, than give promise of bringing into 
practical effect the principles on which they rest. 

This impression is confirmed by another circum- 
stance. The Administration has failed to turn to a 
weapon for combating the trusts which I regard as the 
most important of all, and which has been used to a 
much greater extent in German legislation on stock 
companies, — that, namely, of bringing public opinion 
to bear on the regulation of large corporations. The 
means are more stringent regulations concerning the 
make-up and the publication of balance sheets, espe- 
cially as regards the ownership of securities, and 
requirements for the publication of detailed reports and 
prospectuses on the launching of new enterprises. 
Further may be mentioned the supervision of accounts 
and of administration by publicly authorized auditors; 
strict liability of directors, promoters, and financial 
agents for everything connected with the flotation of 
securities; and finally the creation of an independent 
financial periodical press. I should suppose that, in a 
democratic country above all, some such means of uti- 
lizing public opinion as a remedial agent would be 
peculiarly adapted for combating the abuses of the 
trusts. 


Rospert LIEFMANN. 
University oF Frerorce t. B. 
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OUTSIDE VICTORIA. III. ORGANIZATION 
AND PROCEDURE 


SUMMARY 


II. Boards outside Victoria. 1. South Australia, 326. — 2. Queens- 
land, 332. — 3. New South Wales, 334.— 4. Tasmania, 337. — III. 
Organization and Procedure. 1. Organization and Appointment, 339. 
— Grouping of trades, multiplication of boards, 341. — Number of 
members, 341.— Women, 342.—Chairmen, 343.— ‘“ Award” or 
“ determination,” 344. — Court of Industrial Appeals in Victoria; of 
Industrial Arbitration elsewhere, 346. — 2. Wages Boards at work, 
347. — Importance of chairman, 350. — Real or apparent waste of 
time, 353. — Informal proceedings, 355. — Absence of any guiding 
principle, 356. — Cost of living a conspicuous factor, 357. — In Victoria, 
true examples of collective bargaining; elsewhere, less so, 360. 


II. Boarps ouUTSIDE VICTORIA 


1. South Australia. The reports of sweating and the 
agitation for its abolition in Victoria seem to have 
caused some searching of hearts in other parts of Aus- 
tralia and a desire to learn whether the conditions pre- 
vailing in Melbourne were similar to those in the capitals 
of the other colonies. 

South Australia was the first state (after Victoria) to 
begin an inquiry into the conditions of factory em- 
ployees and the home workers. A shops and factories 
commission, of which Mr. C. G. Kingston, “‘ the father 
of compulsory arbitration,’”’ and Mr. McPherson, the 
founder of the labor party in Australia, were members, 
made its report in 1892, and this led the way to the 
passage of the first Factories Act in South Australia in 
1894.1. Mr. John Bannigan was appointed factory 


1 Aves, Report on the Wages Boards, etc., p. 77. 
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inspector in 1896, and has continued to serve in that 
capacity ever since. A woman inspector, Mrs. Agnes 
A. Milne, was also appointed the same year. 

The reports made by these inspectors from 1896 to 
1900 showed that a considerable amount of sweating 
existed in Adelaide, especially in the clothing trades. 
Women were found making men’s shirts at 2s. (47 cents) 
per dozen, aprons at 1s. (24 cents) per dozen, and chil- 
dren’s pinafores, “ tucked and frilled,” at 1s. 6d. (364 
cents) per dozen, and even at these prices were obliged 
to provide their own sewing thread.'! Other prices paid 
were 2s. (47 cents) apiece for men’s coats, 1s. (24 cents) 
per pair for trousers and ls. (24 cents) for vests. One 
woman, a skilled worker, was found who made women’s 
blouses with four different shaped collars for 3s. (73 
cents) per dozen, children’s knicker drawers at 1s. 4d. 
(32 cents) per dozen, and ladies slip bodices at from 
4s. (97 cents) to 5s. 6d. ($1.33) per dozen. Many of 
these goods were sold by Syrian, Afghan and Chinese 
hawkers.? There were the same abuses in connection 
with the employment of apprentices as had been found 
in Victoria, and when business was slack these low paid 
apprentices were employed in preference to the ordinary 
piece workers.? 

One of the consequences of such low rates, referred to 
by Mr. Bannigan in his report for 1899, was that firms 
in other states which had more advanced factory legis- 
lation were shipping their goods te Adelaide to be made 
up at the low rates prevailing there, and then re-ship- 
ping them to Sydney or Melbourne.‘ At this time, 
there were, according to Mr. Bannigan, about 71 men 
and 374 women engaged as home workers in and 


1 Report of Chief Inspector of Factories for 1896, p. 4. 
2 Ibid., 1897, pp. 3-4. 3 Ibid., 1898, p. 5. 
* Ibid., 1899, p. 5. 


























328 QUARTERLY JOURNAL OF ECONOMICS 


around Adelaide. Of these, 215 women worked at 
dress-making, 17 men and 69 women at tailoring, one 
man and 81 women at the manufacture of shirts and 
underclothing, and 53 men and women at boot-making. 
Mr. Bannigan admitted, however, that there were prob- 
ably many home workers whose names and places of 
abode were unknown to the inspectors.’ 

Partly as a result of these reports and partly through 
the influence of the Victorian legislation, parliament 
amended the Factories Act in 1900 so as to provide for 
the registration of out-workers, established a minimum 
wage of 4s. (97 cents) for factory workers and author- 
ized the establishment of wages boards to determine 
the lowest price or rate of pay for workers inside or 
outside factories “employed in the manufacture of 
clothing including white work, boots and shoes, furni- 
ture and bread and such other manufacture, trade or 
business as may be from time to time fixed and deter- 
mined by resolution of Parliament.” The act followed 
the Victorian statute in its provision for the election of 
members of the board, the granting of licenses to aged 
and infirm workers to work at special rates and in the 
penalties provided for violation of the statute. The 
act was to go into effect as soon as regulations for carry- 
ing out the objects of the act had been submitted to 
Parliament and had been accepted by that body. The 
Minister of Industry proceeded to draw up these regu- 
lations, but when they were submitted to Parliament in 
1901, they were not accepted; hence the provisions of 
the 1900 act which dealt with wages boards remained 
inoperative.2 The system of registration of the out- 
workers went into effect and seems to have resulted in 
some falling off from the number reported in 1899.* 

1 Report of the Chief Inspector of Factories for 1899, p. 6. 
2 Ibid., 1901, pp. 1-2. 3 Ibid., p. 3. 
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A strong anti-sweating league was formed and a 
special report on sweating was issued by the factories 
inspectors in 1903 which showed that conditions dif- 
fered from those reported in 1899 only to the extent 
that in some lines the rates paid were only about half 
of those paid the earlier year.1. Manufacturers inter- 
viewed by the chief inspector, for the most part, 
expressed opinions favorable to the regulation of wages 
by means of wages boards.? Parliament, nevertheless, 
showed its prejudice against the wages board system by 
continued refusal to pass the regulations necessary to 
put in force the provisions of the act of 1900 relating to 
wages boards and a minimum wage. In the latter half 
of 1904, however, a select committee appointed by the 
Legislative Council to inquire into the alleged sweating 
evil took evidence in Adelaide and Melbourne, and 
shortly thereafter Parliament enacted a short act em- 
bodying certain provisions of the Factories Act of 1900 
including the necessary regulations, yet restricted the 
scope of the act to the clothing and white work trades 
and limited its application to females and to males under 
the age of twenty-one.* Two boards, the clothing 
board and the shirt-making and white work board, 
were appointed in 1905, and the clothing board reached 
a determination which became operative on December 
1 of that year. Owing to flaws in the act, however, it 
was found impossible to enforce the determination, 
which was finally declared invalid in the police court.‘ 
The shirt-making and white work board reached a 
determination early in 1906, but difficulties were en- 
countered in the efforts to restrict the number of appren- 


1 Reports of Inspectors of Factories Re Sweating System in the Clothing Trade 
(1903), p. 2. 
2 Ibid., p. 1. * Report of Chief Inspector of Factories for 1904, p. 1. 


1 Tbid., 1905, p. 1. 
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tices or improvers allowed by the determination. 
Attempts were made during 1905 and 1906 to secure a 
board for the dress-making and millinery trades, but 
delay was encountered in securing candidates for elec- 
tion. A board was finally constituted, however, and 
reached a determination which became operative on 
October 1, 1906. Very little was accomplished by any 
of these boards however, since the police court’s decision 
in the matter of the clothing board’s determination was 
upheld on appeal to the supreme court,! and this had 
the effect of paralyzing the determinations of the other 
two beards, as these determinations contained the same 
flaws found by the court in the determination of the 
clothing board. To the credit of the manufacturers, 
however, it must be said that most of them remained 
loyal to the determinations and continued to pay the 
rates of wages fixed by the boards.* 

Wages boards along Victorian lines were finally pro- 
vided by parliamentary legislation in 1906. Boards 
were provided for eight trades — bread-making, the 
boot trade, brick making, butchering, dress-making, 
carriers and drivers, furniture making, and shirt-making 
and white work. The new act also made provision for 
boards in other trades whenever this was authorized by 
resolution of Parliament. Boards were immediately 
provided under this act for the eight trades above- 
mentioned and they speedily reached determinations 
which came into effect in September, 1906. In addi- 
tion to the above-mentioned boards, the clothing board 
was revived, but another defect was discovered in the 
act which had the effect of annulling the provisions 


relating to its appointment.‘ 
1 Report of Chief Inspector of Factories, 1906, p. 1. 
? Ibid., 1906, p. 1. * Ibid., pp. 1-2. 


* Ibid., 1906, pp. 1-2. 
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The troubles in connection with the establishment of 
the wages boards were not yet over. In 1907, the 
various factory acts in South Australia were consoli- 
dated in the Factories Act of 1907, which came into 
operation January 9, 1908. This act swept away all 
previous wages boards regulations and new regulations 
had to be framed. They were immediately challenged 
in the Supreme Court and altho upheld were once more 
challenged in Parliament and were finally withdrawn. 
Another set of regulations was substituted for them on 
September 30, 1908. Not until this year, therefore, can 
it be said that the wages board system had been placed 
in successful operation in South Australia. In addition 
to the parliamentary delays in South Australia, boards 
have had to encounter the constant interference of the 
courts. The reasons for this interference have been 
largely faulty determinations on the part of the boards. 
By 1909, however, the system was working fairly 
smoothly. The majority of employers had accepted 
the wage legislation in good faith and were complying 
with the boards’ determinations. It cannot be said, 
however, that the wages board legislation has ever been 
as popular or successful in South Australia as it has been 
in Victoria. 

By the end of 1912, 57 wages boards were in existence, 
affecting about 25,000 employees. Many of the 
boards were found in occupations not carried on in 
factories.2 During this year the South Australian Par- 
liament enacted a compulsory arbitration law, based, 
so it was claimed, largely on the New Zealand act,’ but 
which in its essential features bears closer resemblance 


1 Report of Chief Inspector of Factories for 1907-08, pp. 1-2. 


2 Ibid., 1912, p. 2. 
% Speech by Honorable J. P. Wilson, Minister of Agriculture, November 8, 1911, on 
Second Reading of the bill. 
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to the New South Wales acts of 1908 and 1912. This 
act has not done away with the wages boards; but it 
has subordinated them to the arbitration court which 
takes the place of the court of industrial appeals but 
possesses much greater powers. The Governor in 
Council, however, continues to appoint, either with or 
without an election, the members of the boards. Inas- 
much as the judicial system of wage regulation is 
essentially different from the conciliation method by 
wages boards, this act may be said to mark the close of 
the simpler system of wage regulation. Further 
account of South Australia’s experience properly falls 
under the head of compulsory arbitration. 

2. Queensland. In Queensland there was no factory 
legislation until 1896, and no laws for the regulation of 
wages until 1908, when a wages board bill, framed ac- 
cording to the Victorian model, was adopted. As in 
the other colonies, the primary cause of this legislation 
was the desire to put an end to sweating. Coupled 
with this there was the feeling that the time had come for 
the establishment of some legal method for the adjust- 
ment of wages conditions.‘ Altho the state is one in 
which agriculture and pastoral pursuits predominate, 
the labor party has a strong following in Brisbane and 
other industrial centers, and its influence has naturally 
made itself felt in the agitation for the reguiation of 
wages. 

Altho following in the main Victorian lines, the 
Queensland act of 1908 had several features which dis- 
tinguished it from the laws in other states. Boards 
might be appointed by the Governor in Council, without 
a special resolution by Parliament. Another point of 
difference was that any board might be appointed 
either with jurisdiction throughout the state or with 


1 Aves, Report on Wages Boards, etc., pp. 82-85. 
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jurisdiction limited to any special locality. This 
power to appoint boards for certain specified localities 
is very important in Queensland, which in some respects 
more nearly represents industrial conditions as they are 
found in other countries than do the other Australian 
states. In New South Wales, Sydney as an industrial 
center dominates the entire state; aside from the coal- 
mining center in Newcastle it is almost the only im- 
portant center for manufacturing and mercantile 
industries. In a similar way, Melbourne controls the 
industrial situation in Victoria, Adelaide in South 
Australia, and Perth-Fremantle in West Australia. In 
Queensland, however, Brisbane, altho the capital city, 
is only one of four or five industrial centers. Some of 
these towns are separated by hundreds of miles from 
Brisbane and have no railroad connections with the 
capital or with each other. They are thus non-compet- 
ing industrial centers and a scale of wages which might 
be suitable for one city would be entirely unsuited to 
another. Queensland was, therefore, divided for wage 
board purposes into five divisions, namely: Brisbane 
division, south-eastern division, southern division, cen- 
tral division and northern division. Boards were also 
established for many trades and industries in the coun- 
try districts for which similar boards had been estab- 
lished in the metropolitan area.! 

As Queensland has a tropic and sub-tropic climate, 
industries carried on in factories are less numerous than 
in the southern states, and as a result, the wages boards 
in Queensland are found to a larger extent in industries 
not carried on in factories. There were, according to 
the report of the Director of Labor and Chief Inspector 
of Factories on June 30, 1912,? seventy-one boards, of 

1 Report of the Director of Labour and Chief Inspector of Factories and Shops, 


1910, p. 18. 
2 P. 23. 
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which thirty had been constituted during the preceding 
twelve months. The employees affected numbered 
more than 30,000. This large number of boards 
appointed within a period of four years seemed to show 
that the wages board system had proved popular in 
Queensland, and further evidence that this was true 
was shown by the fact that not less than twelve of these 
boards had been appointed on requests made by em- 
ployers.' 
annual report for 1912, that the results of the wages 
board legislation ‘‘ have been eminently satisfactory,” 
and that this opinion was shared by both employers and 
employees.’ 

Early in 1912, however, a general strike, originated by 
tramway employees and fostered by the agitation of the 
syndicalists, paralyzed for a time the industries and 
trade of Brisbane. Altho the strike failed, it seems to 
have awakened a desire for compulsory arbitration and 
the Industrial Peace Act passed in the same year intro- 
duced the compulsory arbitration system into Queens- 
land; and the wages boards are now subordinated to 
the Arbitration Court.* 

3. New South Wales. New South Wales, altho the 
most populous of the Australian states and containing 
the largest city, had no legal regulation of factory 
conditions worthy the name until 1896. Sydney as an 
industrial center was for years less important than Mel- 
bourne, owing its importance largely to its commerce. 
Since the federation of the colonies, however, industries 
have grown rapidly in Sydney, until it has surpassed 
Melbourne both in the number of factories and of 
factory operatives. On the whole, the factory legisla- 


1 Report of Director of Labour, etc., 1912, Appendix C. 
3 Tbid., p. 24. 
3 Official Year Book of the Commonwealth of Australia, 1901-1912, pp. 1038-1041. 
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tion of New South Wales has, at least until lately, not 
been equal to that of Victoria, nor have the laws been as 
well administered, owing to the fact that the number of 
inspectors has been far short of that necessaiy to secure 
adequate inspection. There are not so many women 
employed in Sydney factories as in Melbourne,' and 
this may be a partial explanation of the delay in provid- 
ing better factory legislation and administration. 

The first act. which provided any adequate system of 
wages regulation was the Industrial Arbitration Act in 
1901, whose author was the Honorable Bernard R. 
Wise. It proved very defective and throughout its 
life, which was limited to June 30, 1908, had to encoun- 
ter the opposition of a hostile government, which would 
neither repeal the act, nor amend it in such a way as to 
correct the defects which had become apparent. In 
1908, when the act was about to expire, the then Pre- 
mier and Attorney General, Mr. C. G. Wade, brought 
in a bill for the establishment of a system of wages 
boards. The bill provided, however, that the arbitra- 
tion court was to be retained as a court of appeal. The 
boards were not limited, as they are in Victoria, to 
questions of wages, hours and apprentices, but were 
given the power to consider any subject of dispute which 
might arise between employers and employees. The 
bill also continued the prohibition against strikes and 
lock-outs. Altho the wages boards have outwardly the 
appearance of being much the same as the boards in 
other states, they are in reality quite different. Instead 
of conciliation being the dominant feature in the board 
meetings, the boards have spent most of their time in 
taking evidence and reaching conclusions based on this 
evidence. They are in reality, therefore, petty courts. 

Under the 1908 act, the members of the boards were 
appointed upon the recommendation of the industrial 
1 Aves, Report on Wages Boards, etc., pp. 110-111. 
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court and unless they could agree upon a chairman he 
also was nominated by the industrial court. He might 
be in some cases a supreme court or district court judge 
or even the judge of the industrial court himself. In 
other cases he was likely to be a member of the legal 
profession. Unless the board were presided over by a 
judge, an appeal might be taken from the decision of the 
board to the industrial court within one month after 
the publication of the board’s award. This close 
connection between the work of the boards and of the 
industrial court has had the result of giving a judicial 
character to the work of the boards. It was apparently 
thought by Mr. Wade and by many of his followers that 
the 1908 act would result in the establishment of some- 
thing very similar to the Victorian wage board system in 
New South Wales. But this has not proved to be the 
case. Mr. Justice Heydon of the New South Wales 
Arbitration Court, has recently said that the Victorian 
wages boards are not like “‘ ours in New South Wales 
which are only called ‘ wage boards’ from habit, and 
under our act are ‘ industrial boards’ or ‘ boards,’ and 
can deal with all subjects.””! Perhaps the results of the 
two systems, as shown by the awards made by the 
wages boards in Victoria, and the boards and the courts 
in New South Wales are not greatly different. Indeed, 
they could not greatly differ in neighboring colonies 
having industries in close competition with each other. 
None the less, the important point to be noted is that 
the Victorian system is one which is based on the idea of 
conciliation, while in New South Wales there is the idea 
of judicial determination. The New South Wales 
system of wages regulation should, therefore, be studied 
under the head of compulsory arbitration. Between 
July, 1908 and April, 1912, 213 boards had been con- 


1 Inquiry Re Cost of Living and Living Wage. Judgment of Mr. Justice Heydon, 
16th February, 1914 (Sydney, 1914), p. 6. 
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stituted in New South Wales, and these boards had 
made a total of 480 awards.! 

A new arbitration act was passed by the New South 
Wales Parliament in April, 1912. It continued the 
system of wages boards under the control of the arbitra- 
tion court, but undertook to reduce the number of 
boards and to bring about a unity in the awards in 
closely related industries. In all the states, but espe- 
cially in New South Wales, there has been more or less 
confusion caused by the overlapping of awards and the 
consequent uncertainty as to what are the obligations 
of employers. Accordingly, the 1912 act undertook to 
group the industries in respect to which boards might be 
constituted and provided that all the boards in the same 
group should have one and the same chairman appointed 
by the Minister on recommendation of the Court.* 
This plan has not been entirely successful, but by 
August, 1912, it had resulted in reducing the number of 
boards to 135 as against 213 under the old system.’ 

4. Tasmania. The last of the Australian states to 
adopt legislation regulating wages was Tasmania. 
There are no large cities on the island, and only two, 
Hobart and Launceston, are of even secondary impor- 
tance. Accordingly, the only industries of importance 
are agriculture, horticulture, sheep-raising, mining and 
forestry. The population is small and the island 
government can not afford the luxury of many officials. 

In 1910, the Tasmanian Parliament enacted a wages 
board act framed on the Victorian model. The act 
provides for boards for the manufacture of clothing and 
wearing apparel (including boots and shoes), and “ for 


1 New South Wales Industrial Gazette, August, 1912, p. 1052. 


2 Explanation by Mr. Beeby, author of the 1912 Act in Final Report of the Royal 
Commission of Inquiry on Industrial Arbitration in the State of New South Wales 
(hereafter referred to as the Piddington Report), pp. 150 ff. 


* New South Wales Industrial Gazette, August, 1912, pp. 1050-1051. 
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any other trade or group or parts in respect whereof 
both houses of Parliament pass a resolution providing 
such appointment.”! Under the terms of the act, 
Parliament in 1911-12, provided boards for 19 trades in 
addition to the clothing and the boot boards. Most of 
these boards were for industries not carried on in fac- 
tories, and it is interesting to note among the list of 
boards one for the pastoral industry and another known 
as the “threshing machine board.”*? Tasmania is, 
therefore, the first state, if I mistake not, to provide 
wages boards for semi-agricultural callings. : 

No court of appeals is provided in the Tasmanian 
act, and any determination of a board can be chal- 
lenged only in the Supreme Court and then only on 
grounds of illegality. The Minister, however, has 
power to suspend the determination and the board 
reconsiders the matter and either affirms its former 
determination or amends it. 

As originally passed, the Tasmanian act provided 
that “every wage board shall ascertain the average 
prices or rates of payment (whether piece-work prices 
or rates, or wages prices or rates) paid by reputable 
employers to employees of average capacity ”’ and the 
lowest prices or rates fixed by the board should not 
exceed these average prices or rates. As in Victoria, 
however, this “ reputable employers’ clause proved 
very objectionable to the employees. Attempts to 
form a board in the clothing trade in 1911 failed because 
the employees in this trade would not allow their names 
to be submitted for nomination as members of the board 
as long as this objectionable clause was retained.* 
Accordingly, Parliament repealed the “ reputable em- 
ployers ” clause in September, 1911. 


1 An Act to make provision for Wages Boards, 1910. 
2 First Annual Report of the Chief Inspector of Factories, 1911-12, p. 15. 
3 Ibid., p. 15. 
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One respect in which the Tasmanian act departs 
from the Victorian precedent and follows the South 
Australian act of 1908 is that it forbids strikes and 
lock-outs in respect to matters in which a board deter- 
mination exists, and provides penalties in the shape of 
fines for individuals and organizations found to be 
violating this prohibition. Altho Tasmania’s brief 
experience with wages boards, according to the report 
of the Chief Inspector of Factories, has so far proved 
fairly satisfactory, the act was not in 1911 and 1912 as 
well observed in this state as in the other Australian 
states. This was due primarily to the insufficiency of 
inspectors and to the fact that many of the workers 
were in country districts and the terms of their employ- 
ment could not be so closely supervised as could those 
of city laborers.! 


III. Tue ORGANIZATION AND Mopss or Pro- 
CEDURE OF WaGESs BOARDS 


1. Organization of Boards and Appointment of 
Members 


In describing the organization and methods of opera- 
tion of wages boards in Australia, the procedure in the 
State of Victoria will be chiefly held in mind, but where- 
ever important deviations from the Victorian model 
have been made, they will be indicated.’ 

The first step toward securing the appointment of a 
special board for any trade is to have a resolution 
authorizing its appointment passed by both houses of 


1 See First Annual Report of Chief Inspector of Factories, 1911-1912, pp. 3-25. 


2 A summary statement of the “‘ Mode of Constituting Special Boards and of 
Appointing Members ” is found in the Reports of the Chief Inspector of Factories for 
Victoria from 1906 to 1911, inclusive. An excellent statement of the mode of procedure 
in Tasmania is contained in the First Annual Report of the Inspector of Factories in 
that State for 1911-12, pp. 15-25. 
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Parliament. The Minister of Labor, who administers 
the act, usually moves the resolution in the House, but 
he does so because urged by either employers or em- 
ployees or by both. In Queensland under its new act, 
and in New South Wales since 1908, the boards are 
appointed by the Court of Industrial Arbitration or on 
its recommendation. In South Australia, the boards 
are now appointed by the Governor in Council upon 
recommendation of the Minister, but without any 
resolution by Parliament. 

The reasons chiefly alleged by employers who apply 
for a board are “‘ unfair competition.” This, says the 
Tasmanian report for 1911—12,' is especially true in the 
building trades. Where the work is let by contract, 
the establishment of wages boards prevents under- 
cutting in making estimates and places those submitting 
offers on fairly equal terms. The employees who ask 
for a board usually base their demand on the wages 
paid, altho, especially within recent years, the employ- 
ment of excessive juvenile labor is an important reason 
urged. 

When a resolution has once been passed through Par- 
liament, the Minister or the Court is given full power to 
group the trades or to divide them so as best to serve 
the purposes of employers and employees. The ten- 
dency, when unrestricted, is to divide and sub-divide 
the trades and thus to multiply the number of boards. 
This has caused great confusion, in some instances, and 
has led to great dissatisfaction on the part of employers, 
many of whom have found themselves under the juris- 
diction of several or even many boards. Both em- 
ployers and employees have been put to great expense 
and loss of time in attending board meetings. To 
minimize this evil, efforts have been made under the 


1 P. 15. 
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New South Wales act to limit the number of awards by 
grouping allied industries and providing that the same 
chairman shall act for all boards created within a single 
group. The chairmen of the boards are appointed by 
the Minister on the recommendation of the judge of the 
Arbitration Court, but the act itself established twenty- 
eight groups of industries in respect to which boards 
might be constituted. It was expected that this mode 
of grouping would cause a great reduction in the 
number of boards, there being 213 boards in existence 
at the time the act was passed. The twenty-eight 
chairmen it was thought would see to it that the deter- 
minations of all the boards within any group were 
consistent and that they did not overlap. In practice, 
this expectation has not been realized, and the grouping 
has not diminished the number of boards as much as 
was expected. The judges have found the task of 
grouping a very difficult one, and where there is dis- 
agreement between the parties as to the trade to which 
they belong, the court has found it the easiest way out 
of the difficulty to create additional boards. The 
author of the act, Mr. George S. Beeby, frankly admits 
that the new act has not succeeded as well as he ex- 
pected.! 

The order of the Minister or Court which constitutes 
a wages board also fixes the number of members on the 
board, of course within the statutory limits. In addi- 
tion to the chairman there may not be less than four, 
nor more than ten members on any board in Victoria, 
South Australia and Tasmania. In Queensland, the 
maximum number is 12, besides the chairman. In 
New South Wales, the number is either two or four in 
addition to the chairman. The representation of 
employers and employees is, of course, equally divided. 


1 Piddington Report, Minutes of Proceedings, pp. 149 ff. 

















342 QUARTERLY JOURNAL OF ECONOMICS 


Where the Court does not take the initiative, the Minister 
invites in the daily press nominations for the required 
number of representatives of employers and employees. 
Frequently only the exact number necessary to con- 
stitute a board is suggested, since if both employees and 
employers are organized the organizations will usually 
nominate the persons whom they desire as representa- 
tives, and unless there are serious objections, these 
persons will receive appointment. In Victoria, if the 
industry is carried on to a considerable extent in other 
cities than Melbourne, there is likely to be at least one 
representative for employers and one for employees 
from outside the metropolitan area. The same is true 
in Adelaide. It is becoming more and more the custom, 
however, to have one board for the country districts 
and another for the metropolitan area. Tasmania 
undertook to see that equal representation was given 
to the northern and southern portions of the state or 
to special portions of the state where particular indus- 
tries are established. Queensland, as we have already 
noted, usually provides special boards in the various 
districts into which the state is divided. 

Women as well as men may sit on these boards and 
frequently they do so in occupations in which there are 
many women employees. On certain boards in Victoria 
all of the employees’ representatives are females. The 
New South Wales act provides that where the employers 
or employees in the industry or calling consist largely of 
females, members may be appointed who are not en- 
gaged in the industry or calling. This provision is due 
to the feeling that women either lack the power of 
collective bargaining or are in danger of intimidation 
by the employers’ representatives. 

In Victoria and Tasmania, if more than the requisite 
number of persons are nominated, the Minister makes 
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selection from the nominees and publishes the list of 
persons whom he nominates in the Government Gazette. 
Unless objection is made to such persons within twenty- 
one days by at least one-fifth of the employers or 
employees in the trade, these persons are appointed 
members of the board by the Governor in Council. 
If one-fifth of the employers or employees object to the 
persons nominated to represent them, an election is held 
to select representatives. In Victoria the objection 
must be to all the nominations, not to individuals. In 
Tasmania it is sufficient to object to individuals. 
Elections are then held in accordance with rules and 
regulations which give every registered employee one 
vote and which give to employers one vote or more 
according to the number of their employees. 

In nearly all states having wages boards, the elected 
or appointed members have the right to choose their 
own chairman, who must not be of their own number; 
and this man is then appointed by the Governor in 
Council. In New South Wales, however, the chairmen 
are appointed by the Minister on recommendation of 
the Court, and under the 1912 act the same man serves 
as chairman for a number of boards in a group of closely 
related industries. These groups are determined by a 
schedule which accompanies the acts, or by modifica- 
tions of this arrangement made by the Court. There 
are twenty-eight groups provided by the schedule, and 
the twenty-eight chairmen have usually about eight 
boards each. In the states where the boards have 
power to elect their own chairman, if a board is unable 
to agree upon a man, he is appointed by the Governor 
on recommendation of the Minister. In South Aus- 
tralia he is appointed by a Stipendiary Magistrate. 
Vacancies are in all cases filled by the same appointing 
authority which constitutes the original board. 
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The chairman is a member of the board, but his func- 
tion is usually confined to conducting the proceedings. 
He does not vote on any question except in cases where 
the board is equally divided, when his vote decides the 
question at issue. The New South Wales act of 1912 
says that “ where the votes for and against any matter 
are equal, the chairman shall decide the question but 
shall not give such decision unless satisfied that the 
question could not be otherwise determined ” and this 
represents the practice, if not the law, in all states. 

The times of meeting and the modes of carrying on 
the business are determined for the most part by the 
board. A brief record of the proceedings which gives 
the votes on the most important questions is kept by 
the secretary, who in Victoria is almost always a clerk 
in the Chief Inspector’s office, and whose familiarity 
with the administrative work of the department enables 
him to make suggestions as to the form of the determina- 
tion which shall make it the most easily enforcible. 

All special boards have large powers with regard to the 
summoning of witnesses and the taking of testimony. 
The extent to which this is done and the extent of the 
reliance placed on the testimony by the board when it 
comes to determine the question at issue, is one of the 
chief differences between the boards in the states which 
have only wages boards and those states which have 
arbitration courts in addition. 

In all states except New South Wales, where it is 
known as an “ award,” the result of a board’s labors is 
known as a “determination.” Such an award or 
determination applies to all employers and employees 
in the trade in the entire state or is limited to those 
found within a particular area to which the determina- 
tion is restricted. A determination in Victoria or 
Tasmania has to do only with (1) the minimum wage 
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for both time and piece workers, (2) the maximum 
number of hours of labor, (3) payment for over-time, 
(4) the number or proportion of improvers or appren- 
tices. This was also true in South Australia and 
Queensland until the passage of the acts of 1912. In 
New South Wales, the boards have in addition to the 
above powers the authority to “ determine any indus- 
trial matter ” and to give preference to unionists. The 
term “ industrial matters” is a very broad one and 
includes all “ matters or things affecting or relating to 
work done or to be done, or the privileges, rights or 
duties of employers or employees in any industry.” ! 
A board’s powers are therefore similar to those possessed 
by the Court of Arbitration in the same state. 

When a determination is made, it is sent to the Minis- 
ter through the chief inspector of factories. In New 
South Wales, however, it goes to the registrar of the 
arbitration court. The board fixes a date on which the 
determination should come into force, but this date 
must not be within thirty days of the final action by the 
board. 

If the determination is in the regular form, the Minis- 
ter has it “‘ gazetted,”’ thus putting it into force. It 
remains in force in some states for a period not to exceed 
three years. In Victoria, it is in force until it is amended 
or rescinded, whether by the board or by the Court of 
Industrial Appeals. Practically, this is the situation 
everywhere, for the Governor in’Council may at any 
time suspend the operation of a determination for a 
period not to exceed six months. The board is then 
again convened to consider whether or not the deter- 
mination shall be amended. If no alteration is made, 
the suspension may be removed after due notice is 
given. 

1 Language of the New South Wales Act of 1912, Section 5. 
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An appeal from a board’s determination may be 
taken to the Court of Industrial Appeals in Victoria. 
This appeal may be lodged (1) by a majority of the 
representatives of the employers on the board; (2) by a 
majority of the representatives of the employees on the 
board; (3) by any employer or group of employers who 
employ not less than 25 per cent of the total number of 
workers in the trade to be affected, or (4) by 25 per cent 
of the workers in any trade. 

This Court of Industrial Appeals consists of any one 
of the judges of the Supreme Court sitting alone. The 
judges arrange which of them shall for the time being 
constitute the court.1_ There is no special court of ap- 
peals in Tasmania and Queensland, but any employer 
or employees affected by the determination may apply 
to the Supreme Court of the state for a rule calling upon 
the board to show why a determination shall not be 
quashed in whole or in part because of its illegality. In 
New South Wales, Queensland, and South Australia 
under the present laws, an appeal is taken to the Court 
of Industrial Arbitration. The difference between this 
method and the Victorian one may not seem to be 
important, but in fact it is of fundamental importance, 
as will be readily understood by any one familiar with 
regulation by compulsory arbitration. Under compul- 
sory arbitration, the Industrial Arbitration Court is the 
controlling factor. The boards are constituted on its 
recommendation. Their chairmen and members are 
appointed by the court and the jurisdiction of the boards 
is defined by the court. In case of a threatened dispute, 

1 An amendment to the Factories and Shops Act in Victoria was passed on Novem- 
ber 2, 1914, whereby the Court of Industrial Appeals is made to consist of a judge of 
the Supreme Court designated by the Governor in Council, and two lay representatives, 
one nominated by the employers’ representatives on the Special Board whose deter- 
mination is appealed against and one nominated by the employees’ representatives on 


the same board. A majority of the court thus constituted shall decide every appeal 
or the Minister may refer any decision of a Special Board to this court for its decision. 
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the court may proceed with its investigation and may 
make its awards without the intervention of the indus- 
trial board. Any of the parties to the proceedings of a 
board may appeal to the court for a rehearing or for a 
variation or amendment of the board’s award. 

The factory inspectors are made by law also inspectors 
of awards. They are to see that the determinations or 
awards are enforced in the same manner as are the 
factory laws. Severe penalties are provided for viola- 
tions. No prosecutions for violations can be brought 
except through the department. 

2. Wages Boards at Work. Wherever conditions 
permit, that is, wherever the industries of a state are 
highly concentrated, as is the case in the leading Aus- 
tralian states, wages boards generally meet about once 
a week towards the close of the day, after employers 
and employees have completed the day’s work in their 
ordinary occupations. In Victoria and South Australia, 
the meeting places are usually rooms in the chief 
factory inspectors’ offices. The rooms are often small 
and with the members tightly packed around the table, 
most of them smoking, they present a crowded, dingy 
and uncomfortable appearance. It is the custom to 
have two sessions, one before dinner, say from 4:00 or 
4:30 to 6:30 p.m., and another after dinner, say from 
about 7:30 to 9:30 or 10:00. The fee paid to each 
member is 10s. in Victoria and South Australia, while 
double this sum is paid to the chairman. In New 
South Wales, the fees paid are twice the amounts paid in 
other states, but as the boards are small, the total cost 
of a session may be no larger than elsewhere. ‘“ No 
cheaper machinery for the legal settlement of industrial 
questions could well be provided,”’ says Mr. Aves, “ and 
even if, as sometimes happens, meetings are held con- 
tinuously for a period of several months before the 
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determination is fixed, the cost is still no great matter.” ! 
Meeting places in Sydney are frequently the police 
courts, which practice is in keeping with the judicial 
character of the New South Wales Boards. When a 
board is obliged to travel, traveling expenses are allowed 
in addition to the member’s fees. 

The size of a board varies with the importance of the 
trade which it represents. For the more important 
occupations, the usual rule is a board of ten members 
beside the chairman. For trades in which the number 
of establishments and the number of employees are not 
so great, boards of four to six usually suffice. The 
distribution of members follows more or less closely 
the distribution of industrial establishments throughout 
the industrial area. While in Melbourne most of the 
members come from the city and its suburbs, it is not 
unusual to have a member from Ballarat, Bendigo, 
Geelong or other industrial center sitting with the Mel- 
bourne representatives, if the industry happens to have 
important establishments outside the metropolitan area.’ 

The trade unions naturally endeavor to have their 
strongest and shrewdest members as their representa- 
tives, and frequently the trade-union secretary sits as a 
member of the board, altho objection has been made to 
this practice. Inasmuch as he is usually a paid official, 
and during his term of office is not engaged in his trade, 
it has been claimed by employers that he may not repre- 
sent the trade. To obviate this objection, at times the 
trade-union secretary has resigned from office while 
sitting on a wages board and has, for the time being, 
resumed work at his trade. 


1 Aves, Report on Wages Board, etc., p. 20. 


* A recent amendment (November 2, 1914) to the Victorian act provides that where 
one-fifth of the employers or employees in a trade or business for which a Special Board 
is provided reside outside the Metropolitan District (Melbourne and suburbs) one at 
least of the representatives of the employers and one of the employees’ representatives 
shall be from outside such District. 
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Frequently some of the most important employers 
in a trade are selected as members of a wage board and 
they usually accept appointment. The fees are of 
course of little importance to them, but the board’s 
determination is likely to be a vital matter to them, and 
this doubtless explains the willingness of large employ- 
ers to sit as members of the board. 

In occupations in which women form a considerable 
portion of the employees it is not unusual for women to 
serve as members of boards, altho as we have seen, in 
some states there is a feeling that they are not capable of 
holding their own in the bargaining process. Judging 
by my own observation at board meetings where women 
were representatives, this objection is not a valid one, 
as the women appeared to be fully as keen as the men 
and no more timid in pursuing their own interests than 
were the male members. On one or two boards — 
those in the clothing or dress-making trades — which I 
visited, all of the employees and one or two of the 
employers’ representatives were women. 

The importance of having the determinations drawn 
in proper form so that they may be easily interpreted 
and administered by the factory inspectors has already 
been mentioned. For this reason it is the custom in 
Victoria to have one of the clerks from the chief factory 
inspector’s office serve as secretary. Where women 
serve on boards, a lady inspector serves as secretary. 
The secretary receives compensation for his services, 
and as the clerks seem quite anxious to earn the extra 
fees, the chief factory inspector urges upon them the 
importance of seeing that the determinations come in 
in proper form, and threatens them with the refusal of 
further appointments if the determinations of the 
boards which they serve are not in satisfactory shape. 
Tho as a general rule the secretary is a silent personage 
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in the board meeting, the long experience which some 
secretaries have had enables them to suggest to the 
chairmen that certain proposals are not regular and 
could not be carried into effect if adopted. 

The first step after a board convenes is, of course, the 
election of a chairman. Owing to the fact that the 
chairman has the deciding vote in case of a tie, this is a 
very important part of the proceedings. Many names 
are suggested by one side or the other, only to be re- 
jected by representatives on the opposite side of the 
table. Frequently the parties are unable to agree and 
the chairman has to be selected by the Government. 
Whether elected by the board members or appointed 
by the Government, the choice in the states in which 
boards have been in existence for some time is usually 
confined to men who have already had experience as 
chairmen. The result is that the same men act re- 
peatedly as chairmen of the same board and as chair- 
men of many boards. In both Victoria and South 
Australia, I found that there were several men who were 
especially popular as chairmen and all the time which 
these gentlemen were willing to give to such meetings 
was usually taken up. There seems also to be a certain 
’ tendency to select certain classes of persons as chairmen. 
In both Victoria and South Australia police magistrates 
seem to be the favorite choice, altho ministers of the 
gospel and former public officials are also popular. 

It is rare that a man who has been engaged in the 
trade for which a board is seeking to make a determina- 
tion is called upon to serve as chairman. Such a man 
if he were lacking in bias, would be an ideal chairman 
owing to his knowledge of the technicalities and customs 
of the trade. But inasmuch as he must be or have been 
either an employer or an employee, it is seldom that the 
opposite side will accept him. There have been several 
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notable exceptions, however, in the case of men who 
were formerly engaged in the trade but who no longer 
have a direct interest in the determination and who are 
known to be fair-minded. These men have usually 
succeeded not only in satisfying both parties, but their 
knowledge of the trade has enabled them to rule out 
extraneous evidence and to cut short discussion on 
irrelevant topics and in this way to hasten the comple- 
tion of the board’s work. 

In New South Wales the chairmen are usually law- 
yers, frequently young men (“ briefless barristers ” as 
they are ironically termed) who have been selected by 
the judges of the arbitration court. The judges are 
doubtless influenced by a desire to have the board 
determination drawn up in proper form, and perhaps in 
part by a desire to aid the members of the legal profes- 
sion who have not yet attained a lucrative practice. It 
would be a mistake, however, to assume that all the 
barristers and solicitors who serve as chairmen of the 
wages boards are of this class, for several of the most 
prominent members of the Sydney bar have frequently 
been called to serve as chairmen of important boards. 

The chairman is, of course, the most important figure 
in most board meetings and on his wisdom and skilful 
guidance frequently depends the success of the board. 
A wise chairman does not attempt to limit discussion 
until both sides have had an opportunity to present 
their arguments in full and it has become evident that 
further discussion will accomplish nothing. Even tho 
the chairman is convinced that the arguments pre- 
sented are fallacious and that they are intended to 
annoy rather than to convince the representatives of 
the other side, he is likely to tolerate them for some time 
in order that he may not be accused of bias by having 
interfered in the discussion. Usually he sits quietly 
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smoking, merely asking a question now and then, per- 
haps to clear up some clouded point or possibly in the 
hope of directing the argument into proper channels, 
but reluctant to take any further part in the discussion 
until it is clear that the time has arrived for him to state 
his opinion or to call for a vote. There is, of course, 
considerable difference in the practice of chairmen in 
this respect. If the chairman is one who is thoroly 
acquainted with the trade, either because of actual 
experience therein, or because of previous service as 
chairman of the same board, members will accept his 
dictation and interference with less complaint than they 
will when the chairman is not fully acquainted with the 
intricacies of the trade in question. A quarry board 
which I visited while in Melbourne was presided over 
by a man who had formerly been engaged in that occu- 
pation. He was a man who showed little patience with 
arguments brought up by either side which he recog- 
nized to be to no purpose and he did not hesitate to tell 
the members frankly that they were talking nonsense. 
His good judgment and evident desire to give impartial 
treatment led the members of the board to accept his 
interference in a way which they would hardly have 
tolerated on the part of one not familiar with their 
trade. 

A discussion in a board meeting is usually opened by 
the side which is responsible for having called the board 
into existence or which has asked for a rehearing; its 
demands are presented. This, of course, is a purely 
formal proceeding. The representatives on the other 
side recognize that the demands as at first put forward 
are extreme and by no means indicate what their pro- 
ponents are willing to accept. There is considerable 
skirmishing for position before the discussion settles 
down to a serious strain. Inevitably there is much 
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time which is seemingly wasted. There are many 
reasons for this waste of time. Members of a tramway 
board in Melbourne which had been called together to 
make a new determination in that industry frankly 
admitted to me that they were engaging in consuming 
time in discussion and in adjourning from week to 
week because they were waiting for a judgment by Mr. 
Justice Higgins of the Commonwealth Arbitration 
Court, who was at that time hearing an interstate dis- 
pute between tramway officials and their employees. 
In this case the waste of time was going on in the court 
as well as in the board for at least one of the parties to 
the dispute in the court was endeavoring to prolong the 
hearing in the hope that the Melbourne wages board 
would arrive at a new determination which might be 
urged as a reason for establishing a new standard in 
interstate awards. On the other hand, the board was 
anxiously awaiting the judgment of the court in order 
that it might be taken advantage of in fixing the terms 
of its determination. In still another board which I 
visited, the chairman remarked to me one evening that 
I had better not waste my time on that particular board 
for the time being, because the employers representa- 
tives expected to consume an evening or two in reading 
from newspapers accounts of conditions in their trades 
in Great Britain altho they knew perfectly well that 
these would have little or no effect on the determination. 
They were doing it, he said, merély to “‘ get even ”’ with 
the representatives of the employees who had introduced 
similar matter equally irrelevant at other meetings. 
This was a case where it would seem to the outsider 
that the chairman might well have shown a little sever- 
ity and have ruled out all such irrelevant matter. Yet, 
as this was an unusually tactful chairman, it is probably 
fair to assume that he exercised proper judgment in the 
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matter. A prominent employer to whom I happened 
to mention that there seemed to be a good deal of 
waste time in board meetings, explained: ‘“‘ Waste 
time! I have sat in board meetings night after night 
and helped waste time, when the determination as 
finally reached was something which my colleagues and 
myself would have been willing to grant after ten 
minutes’ discussion.” The reason why they found it 
necessary to waste time in discussion was that if the 
employers had agreed at once to grant what was ulti- 
mately conceded it would not have been accepted by 
the other side, and there was danger that the chairman 
would have compromised matters by settling terms mid- 
way between what the employers had been willing to 
agree to and that which the employees were demanding. 
By continuing the discussion the employees were com- 
pelled to reduce their demands to what the employers 
were willing to grant. 

It is possible that another motive for this waste of 
time may be found in the fees which are paid to members 
of the board and to the chairman. While a fee of 10s. 
($2.43) means little to a large employer, it is a welcome 
addition to an employee’s earnings and the 20s. 
($4.87) or even £2 ($9.74) paid to the chairman is by no 
means an unimportant fee for a man of relatively small 
income. Judge Scoles, acting judge of the New South 
Wales arbitration court, told me that the delay in 
reaching decisions on the part of some of the New South 
Wales boards had been at times little short of a scandal 
and he was inclined to attribute this delay in large part 
to the fees paid to the chairmen and members. Mr. 
A. B. Piddington, himself a man of long experience as 
chairman of wages boards, in his recent report as 
Royal Commissioner to inquire into the working of 
industrial arbitration in New South Wales, recommends 
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that the government fees paid to lay members of the 
boards be abolished.' If it should be found necessary 
or desirable that fees be paid to lay members, they 
should, he thinks, be paid by the trade unions or 
employers whom the board members represent. 

The discussion in board meetingsis, as arule, decidedly 
informal. Members talk freely across the table during 
the earlier stages of the proceedings, apparently en- 
deavoring to convince their opponents of the reason- 
ableness of their arguments, and often many points at 
issue are settled by a common understanding. When 
this method fails, and especially toward the close of the 
proceedings, the arguments are directed more to the 
chairman with a view to securing his vote, when it is 
realized that this will be necessary to reach a deter- 
mination on the matters still in dispute. Altho all 
parties have a right to take a part in the discussion, it of 
course usually happens that the lead is taken by one or 
two on either side. Oftentimes the presentation of the 
case has been prepared beforehand, and particular lines 
of argument have been assigned to different representa- 
tives of either side. It is not unusual for the members 
on one side or the other to ask to be allowed to with- 
draw from the conference room in order to consider 
together some proposal which had been made by the 
other side. In such cases, the proposal may be ac- 
cepted or rejected, and a counter-proposal made, or the 
proposal may be accepted in part with a view to securing 
a concession of some other point by the opposite side. 

Generally speaking, the discussion in most of the 
boards which I was privileged to attend was conducted 
in good temper and was earnestly presented with a 
view to carrying conviction. At times, however, there 
was considerable display of feeling, and accusations of 


1 Piddington Report, p. xli. 
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improper motives and the calling of harsh names were 
by no means lacking. I have frequently heard the lie 
passed across the table, and at one board meeting an 
angry employer went so far as to invite a nagging trade- 
union secretary from the other side of the table to step 
into the hall and settle the discussion by a resort to fists. 
From the meetings of this board, it was my custom to 
go to another board which sat on the same evening, — 
the gardeners’ board, — where in a manner appropriate 
to that calling the discussion was quiet and peaceful. 
This board was dominated by a gray-whiskered, kindly- 
spoken, big-hearted employer who frequently suggested 
to the employees on the other side of the table that they 
might well afford to ask more than they were demand- 
ing, while at other times he cautiously pointed out to 
them that there were employers in the trade who could 
not afford topay what theemployees were demanding for 
special services, altho he expressed a willingness to do so 
himself. This gentleman’s proposals were received by 
the employees on the board in the same spirit in which 
they were offered, and a determination was therefore 
framed in large part along lines suggested by this partic- 
ular employer. 

Inasmuch as the wages boards are examples of pure 
collective bargaining, it can hardly be said that there is 
any underlying principle which is followed for the deter- 
mination of wages. The employees generally endeavor 
to get all that is possible and the employers to grant as 
little as possible. It must be kept in mind that during 
the period that wages boards in any state have been in 
existence prices have been in an upward direction, and 
for this reason alone we might expect that wages would 
also have a tendency to rise. It is probably largely for 
this reason that one finds in wages boards employees 
constantly urging an increase in cost of living as a 
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reason for an increase in wages. Employers are, for the 
same reason, largely on the defensive, and endeavor to 
counteract arguments on the cost of living by claiming 
that the industry will not stand such an increase of 
wages as is being demanded, because of outside compe- 
tition or the low profits being received by employers. 
Owing perhaps to the fact that there has been until 
recently little statistical evidence of a reliable sort 
tending to show the extent of the increase in the cost of 
living, such evidence as the workers have presented has 
been of a sporadic sort, based largely on their own 
experiences. Probably it has been none the less effec- 
tive for that reason. More than once I have heard 
employers admit after a worker had read a statement as 
to what he had been able to purchase with his wages 
that one could not blame him for asking for an increase 
in wages. On the other hand, I have also heard the 
employees reluctantly confess that in view of what 
employers have said concerning the competitive con- 
ditions in their industry, they must content themselves 
with a less increase in wages than they had believed 
they were entitled to. On the whole, one who has 
attended many meetings of these boards goes away 
with the impression that both employers and employees 
leave these boards with a much better understanding of 
the conditions which the other side has to meet than 
could be obtained in any other way than through these 
face-to-face informal conferences: 

Mr. Aves has expressed the opinion ' that there is a 
great need for statistical information concerning such 
factors as prices of raw material, house rent, and the 
like, which could be used by the boards as evidence of 
the claims made with reference to the cost of living or 
the cost of production. Such evidence is of great value 


1 Aves, op. cit., p. 20. 
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to a judge of an arbitration court and nearly all the 
judges of arbitration courts in Australia and New 
Zealand have at times expressed the need of accurate 
information of this sort to guide them in reaching a 
decision in regard to wages. It is doubtful, however, 
if it would be of much value to the wages boards, where 
the process is one of bargaining and of mutual conces- 
sion rather than the reaching of a decision based on 
evidence. 

The boards may, if they desire, take evidence from 
other than members of the boards concerning matters 
which are in dispute. The taking of evidence does not 
consume a very large part of the boards’ time in Vic- 
toria, nor did it in South Australia while the latter 
colony had the Victorian system. But in New South 
Wales the taking of evidence consumes more time than 
any other one thing in the boards’ work, and the deter- 
minations finally reached are based more on the evidence 
taken than upon the results of the conferences between 
representatives of employers and employees. The 
importance attached to the evidence taken by the New 
South Wales boards in making an award, as compared 
to that shown by the wages boards in other states, is a 
clear proof of the fact already stated that the New 
South Wales boards are in reality judicial tribunals 
rather than conciliation boards. The evidence taken 
in the wage boards usually relates to details of the trade 
and is intended for the information of the chairman. 
Such information is usually a matter of common knowl- 
edge to the members of the boards, who are engaged 
directly in the trade. 

It seldom happens of course that either side obtains 
all that it is requesting at a board meeting. Generally 
there is a compromise, and a wise and tactful chairman 
is always waiting for the opportunity to suggest a com- 
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promise which he has reason to believe will be accept- 
able to both parties. In the early stages of the 
conference the parties on one side of the table generally 
attempt to convince those on the other side of the jus- 
tice of their demands. Failing in this, the arguments, 
towards the end of a conference, as has just been said, 
are usually directed toward securing a favorable vote 
from the chairman and are therefore directed to him. 
Some chairmen pride themselves on their ability to secure 
an agreement among the parties without the neces- 
sity of casting a deciding vote. Rev. A. R. Edgar, for 
many years chairman of the clothing board, as well as 
other boards, has told me that he has never yet been 
obliged to cast the deciding vote. At times, where an 
agreement has seemed impossible he has adjourned the 
board meetings until the parties have informed him 
that they were able to report an agreement. While 
such results are not infrequent, it commonly happens 
that the chairman must practically make his position 
known, — that is, he must indicate how far he is willing 
to go in the matter of an increase in wages, — before 
the two parties can be made to come to an agreement on 
this vital issue. The most experienced chairman of the 
wages boards in Victoria has told me that he is seldom 
obliged to give a deciding vote, but I have noticed in 
board meetings over which he presided that after a 
lengthy discussion, when apparently all the arguments 
on either side had been presented, he would announce 
that he was willing to agree to a certain wage or other 
arrangement. Generally this was a compromise 
between the proposals made by the two parties, and it 
was then left for one side or the other rather reluctantly 
to make the motion that such an arrangement as the 
chairman had suggested be made, whereupon the other 
side would accept the proposal. 
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The wages boards in Victoria and Tasmania and 
until recently at least those in South Australia and 
Queensland are therefore true examples of collective 
bargaining, since the agreements are reached as a 
result of full presentation of the claims of employers in 
a trade collectively represented and those of the em- 
ployees in the same trade also collectively represented. 
The chairman, altho possessing considerable power, is 
bound to exercise it with discretion if he is at all in- 
clined to bring about a determination which will satisfy 
in a measure both parties and which will permit the 
industry to continue without interruption. The boards 
in New South Wales, on the other hand, do not convey 
to the visitor the impression of being conferences 
wherein employers and employees make their own bar- 
gains. The taking of evidence, the inquiries made by 
the board members, the extended arguments presented 
by representatives of the two sides with a view to in- 
fluencing the board’s decision, all give the appearance 
of a judicial tribunal. This impression is heightened by 
the knowledge that in most cases the parties may make 
an appeal direct to the arbitration court. As a matter 
of fact, the conciliation councils in New Zealand, while 
not pretending to the name of wages boards, far more 
resemble the wages boards in Victoria than do the New 
South Wales boards. Indeed, in many respects, the 
conciliation councils are better examples of collective 
bargaining than even the Victorian boards; for the 
chairman in such councils has no deciding vote and when 
an agreement is obtained it must be reached by the two 
parties alone. One must not be misled by this fact into 
reaching a conclusion that a chairman might be dis- 
pensed with under the wages boards plan. The wages 
boards’ experience under the 1902 amendment to the 
Victorian law, which took away from the chairman the 
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right to vote, clearly showed the impracticability of 
suchaplan. The real reason why the conciliation coun- 
cils in New Zealand are able to reach an agreement in the 
majority of cases is the fact that both parties realize that 
if an agreement were not reached the case would auto- 
matically go to the arbitration court for final adjustment 
and, generally speaking, employers and employees 
prefer to settle their own differences. 


M. B. Hammonp. 


Ono State UNIVERSITY. 











DEPRECIATION AND RATE CONTROL 
A CRITICISM 


In a recent article in this Journal ' Professor Allyn A. 
Young takes to task the United States Supreme Court 
and public service commissions generally for erroneous 
thinking and improper action in regard to depreciation 
in connection with valuations made for purposes of rate 
regulation. Confining his attention to the physical 
property element in the valuation, he argues that the 
property taken as evidence of the investment can and 
should be valued for that purpose as tho it were new, 
without allowing for age, wear and tear, and obsolescence, 
in the case of large and varied properties, except for de- 
preciation allocated to a period in which depreciation 
accruals were legally charged to operating expenses. In 
this opinion Professor Young ranges himself with Mr. 
James E. Allison, public service expert, and till recently 
chief engineer and influential member of the St. Louis 
Public Service Commission, which alone has adopted 
the policy for which argument is made. As frankly he 
sets himself against the accepted opinion of the day. 

Much in Professor Young’s article is above criticism. 
To the notion of a “ state of normal average deprecia- 
tion ” attention deserves to be called, and the figures 
cited easily emphasize the importance of the issue here 
raised. The summary of certain developments in the 
accounting regulations of the Interstate Commerce 
Commission is valuable, tho intentionally not compre- 
hensive. The statement and illustrations regarding the 


1 Depreciation and Rate Control, vol. xxviii, pp. 630-663, August, 1914. 
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depreciation of particular assets are helpful. And in 
particular I should cordially assent to the first of his 
three summarized conclusions in the form in which it 
is stated. Furthermore, he would be bold who would 
undertake to defend public service commissions, or even 
the United States Supreme Court, against charges of 
looseness, inconsistency, and inaccuracy of statement, 
or to support all their rulings. Members of these bodies 
cannot be experts in all fields or infallible in any, and 
and their reasoning and conclusions frequently merit 
criticism. 

Nevertheless, on the fundamental issue which Pro- 
fessor Young raises I am convinced that the current 
view is correct, and that the attack upon it deserves no 
support from economists. 

The issue may be resolved into three separate ques- 
tions, all relating to deductions, in valuations for pur-. 
poses of rate control, for depreciation of physical plants 
operated by public service companies, during periods 
when such allowances for depreciation were not pre- 
scribed by law. 

1. Is such deduction necessary in order correctly to 
state the present investment in the plant ? 

2. Is such deduction, retroactive in its effect, just to 
public service companies ? 

3. Is such deduction, involving (as it ordinarily does) 
the carrying of a permanent reserve for accrued deprecia- 
tion, expedient ? . 

The first of these is purely a scientific question, in the 
realm of economics and accounting. The second is an 
ethical question, involving the propriety of a sort of 
ex post facto legislation, but also, be it noted, the prob- 
lem of equality of treatment of different companies. 
The third is purely a question of public policy, not 
wholly dependent upon the answers to the first two. 
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To each of these questions, tho he does not consider 
them in this precise form or order, Professor Young 
would give a negative answer. Let us consider them 
in turn. 

We may begin by asking whether we can arrive at a 
closer approximation to the “present value” or 
“ amount of the investment ” by regarding or by disre- 
garding age, wear and tear, and obsolescence ? 

The editor of the Railway Age Gazette recently re- 
marked:! “ William Mahl, of the Southern Pacific, 
expressed the feeling of a great many practical railroad 
executives when he argued that if a car or locomotive 
were kept in perfect repair it did not depreciate.”’ This 
is not an uncommon notion among business men gener- 
ally, tho it would be accepted by few accountants or 
economists. Professor Young would not make this 
particular statement, for he is at pains to describe the 
nature of depreciation of individual capital goods; nor 
would he say it of a plant in which one physical unit was 
of dominant importance; but he comes perilously near 
to saying it with respect to a property so varied that 
“no single wasting asset or group of assets is of domi- 
nant importance ” and repairs, renewals, and replace- 
ments are normally fairly regular in amount. ‘‘ There 
is no necessary correlation between the mere aging or 
even the physical wear and tear of capital goods and the 
diminution of the investment. The concrete facts in 
the case are few. When capital goods are installed 
their cost is a definite amount of investment; when they 
are retired from use the investment is diminished by the 
amount of their cost, minus salvage. If such capital 
goods are replaced promptly when retired, is not the 
amount of the investment, in every real sense, kept 
intact ?”’ (pp. 650-651). In other words, the indi- 


4 Vol. lvi, p. 727, March 27, 1914. 
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vidual capital goods indeed depreciate; the plant, the 
sum of them, under the conditions described, does not. 
The whole is not equal to the sum of its parts. Hence 
to deduct from the original cost or replacement cost an 
item for accrued depreciation on the items of the plant 
would involve an understatement of the ‘ amount of 
the investment.” 

It is highly probable that Professor Young over- 
estimates the strength of the tendency to regularity of 
replacements and the maintenance of a steady level 
of “ productive efficiency’; but this is, after all, a 
question of fact rather than of principle. Granting 
that the facts are as he assumes them, is the “ present 
value”’ or the “ principal of the investment ”’ inde- 
pendent of the depreciation of individual items in the 
plant ? 

To my mind, the reason why capital goods are wanted 
and valued at all is that they possess capacities for con- 
tributing certain services toward the completion of the 
productive process and its result in valuable finished 
products. Each bit of material, each machine, each 
tool, is wanted and valued because it embodies a certain 
store of productive power which can be brought to bear 
in the productive process. As each unit wears out, or 
ages, or becomes obsolete, this store of productive power 
is exhausted or leaks away. For the day, an old car or 
locomotive may be “as good as new’; with proper 
repair its daily or monthly serviceability or output may 
remain constant; but the diminution of its productive 
power goes steadily on. Moreover, it seems to me, the 
relative values of different capital goods are determined 
by the relative amounts of productive power which they 
contain; and for the same reason the relative values of 
a single machine or other capital good at different times 
are naturally determined by estimates of the productive 
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power therein embodied. In short, as the decline in 
productive power takes place the item depreciates in 
value. We cannot accurately ascertain the precise ex- 
tent of the diminution of productive power, hence the 
figure for the value of a partly worn or partly aged 
capital good is more or less inexact. But of both decline 
and depreciation we may be certain. 

And can the summing up of the multifarious units of 
a physical plant blind us to the fact of diminished pro- 
ductive power in an old plant as compared with the 
same plant new? Its daily capacity may be no less; 
with proper repairs and replacements that capacity may 
never decrease; with such “ maintenance ”’ the pro- 
ductive power of the plant will not decrease below a 
certain point; but unless the equipment has been in- 
creased and the capacity thereby enlarged, the store of 
productive power in the plant will inevitably decline as, 
from a state of newness, the state of normal average 
depreciation is approached. This is inevitable for the 
plant as a whole, as depreciation is inevitable for each 
individual item in it. It occurs irrespective of the 
beliefs, hopes, or wishes of investors or managers, re- 
gardless of accounting standards or the law, independent 
of actions or theories of public service commissions or 
the courts. One may be unable to measure the precise 
extent of the decline; one may shut his eyes to it en- 
tirely; one may show it on the books in one way or 
another or not at all; one may or may not need to alter 
his industrial or financial policy because of it: but the 
fact remains. The decline is the result of forces beyond 
the control of proprietors, courts, or commissions. The 
plant in a state of normal average depreciation has some- 
thing like fifty or fifty-five per cent as large a store of 
productive power as a new plant of similar make-up 
and producing capacity. 
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And I submit that this productive power is the 
natural and proper criterion of the value of the physical 
plant, as for any unit or group of capital goods. What- 
ever the purposes of an appraisal, one can hardly im- 
agine appraisers setting the same valuation upon two 
plants precisely alike except that one was brand new 
and the other in the state of normal average deprecia- 
tion. If we could imagine a perfect market for physical 
plants of going concerns, we could not conjure up the 
spectacle of business men paying, at one and the same 
time, the same amount for a new and a well-worn plant 
of the same type. And true as it is that there is no 
actual present market value to afford evidence of the 
proper valuation for purposes of rate control, the differ- 
ence between probable present market values of new 
and comparatively old plants would suggest an under- 
lying difference which is significant for the valuation of 
the plants in going concerns. The burden of proof to 
show that this difference in productive power may for 
practical purposes be disregarded in valuations for pur- 
poses of rate control is much heavier than the advocates 
of the new doctrine seem to have realized. 

On the other hand, Professor Young would make 
“ productive efficiency ”’ the criterion of present invest- 
ment: proper repairs and replacements being made, a 
large and varied plant does not decline in productive 
efficiency, and if it does not so deeline, then the amount 
of the investment remains essentially, ‘in every real 
sense,” intact. But “‘ productive efficiency ” is a some- 
what elusive phrase. If it signifies output at a given 
time, or perhaps even output at an unchanging cost for 
inevitable expenditures connected with production, we 
may agree that productive efficiency does not decline. 
But must it not mean something else? Repairs and 
replacements Professor Young himself asserts are part 
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of the operating expenses. These expenses are in- 
evitably small early in the life of a plant and larger 
when it has reached its stage of normal average deprecia- 
tion. The output per unit of total operating expense, 
if depreciation is neglected and the plant merely main- 
tained at a given size and capacity, therefore inevitably 
declines as the plant “ settles down.”’ This Professor 
Young admits when he acknowledges that the “‘ profits ” 
may be expected to be larger during this interval than 
later. Only by counting into operating expenses from the 
start an item for depreciation to represent productive power 
exhausted and not replaced will the total operating expenses 
per unit of product remain constant. Adequately inter- 
preted, it seems to me, productive efficiency must have 
reference to this relation between output and the total 
cost of producing it; and, if this be true, only by allow- 
ing for depreciation from the start can the productive 
efficiency be said not to decline. 

It is the failure to differentiate between productive 
efficiency in a too narrow sense and productive power 
that led astray the railway officials above mentioned; 
and Professor Young seems to have run afoul of the 
same snag. 

We may therefore conclude that the decline in pro- 
ductive power and consequent depreciation in value 
must in some way be taken into consideration if we are 
to arrive at even an approximate figure for the present 
value of a partly worn or partly aged physical plant. 
Neglect of it, whatever its large or small consequences, 
will at least distort the accuracy of this figure by the 
amount of such depreciation. Of course this statement 
carries with it no censure upon public service companies 
for failure to take regular account of depreciation or 
neglect to carry a depreciation reserve in days before the 
law or accounting practice required such actions. It 
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simply means that if they have not done so, their figures 
for plant value are so far inaccurate; their profits have 
been, perhaps innocently enough, overstated; their div- 
idends, if they have distributed all their calculated 
profits, have included part of their investment; their 
stated surplus, if they have refrained from distributing 
all their calculated profits, is at least in part a spurious 
one, the right. to distribute which to the stockholders 
may well be called in question. 

This is the principal question but not the whole one. 
When a public service company has operated for years 
without making such allowance for depreciation, under 
a well-warranted understanding that such allowance was 
at most unnecessary, is it just to require that henceforth 
rates be adjusted so as to afford a proper income on the 
actual investment rather than on the amount the pro- 
prietors considered still to remain invested ? Professor 
Young writes: (p. 653) “ In general, there is a reason- 
able presumption that the investments in undertakings 
which have not accumulated a depreciation reserve were 
not made with the expectation that it would be neces- 
sary to charge depreciation accruals to operating ex- 
penses. It follows that it cannot in general be presumed 
that the profits of such undertakings have contained an 
element which should unquestionably be considered a 
repayment of part of the invested principal. Accord- 
ingly, serious objection might properly be made to a 
system of compulsory accounts which requires that 
property already on hand be written down for deprecia- 
tion.” I have already adverted to the question of 
profits; but the question of justice remains. 

It is clear that such a writing down as would be en- * 
tailed by the “ retroactive’ operation would affect 
future rates and future dividends, and consequently 
the present value of securities outstanding. Yet no 
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regulation of past actions or profits is involved. The 
investors are not required to disgorge the sums they re- 
ceived in the false guise of profits; they are not required 
to return the profits actually secured for years when 
rates were allowed to remain at a level to yield normal 
income on a capital sum higher than the actual invest- 
ment; nor will rates or the value of the securities be 
now reduced below what they would have been had the 
company kept regular account of depreciation but other- 
wise followed the same policies. The company is merely 
dislodged for the future from a position unwarranted by 
present facts, and this, while no doubt irritating, seems 
hardly unjust. 

Moreover, no breaking of contracts, express or im- 
plied, is involved. The risk of regulation of rates is one 
of the many which investors in public service under- 
takings had to take. No guarantee of immunity from 
this was given, nor was any assurance given that the 
company’s figures would be accepted as the basis for 
rate making in case such a policy should be instituted. 
It may be that the promoters with characteristic opti- 
mism expected no such action, and aroused similar ex- 
pectations in the purchasers of their securities. The 
legal decisions that no depreciation reserve or reserve 
fund was required to be accumulated may have culti- 
vated expectations that in possible regulation of rates 
depreciation would not be considered; but the two were 
not necessarily connected. In any case, past “ expec- 
tations” are notoriously difficult to ascertain and notori- 
ously unsafe as a basis for present action; and it is not 
safe to presume that if an allowance for depreciation 
had been required from the outset investments would 
not have been made or would have been smaller. 

Another aspect of this ethical question, however, must 
be noticed. Justice implies impartiality, equality of 
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treatment. Compare now the situations of two con- 
cerns which started out at the same time with equal 
plants, which have been conducted with equal efficiency, 
under identical conditions, and which have maintained 
equal outputs; but one has regularly charged deprecia- 
tion to operating expenses while the other has not. If 
they pursued the same dividend policies, therefore, at 
the end of any period after both have reached the state 
of normal average depreciation, the more conservative 
company will show a smaller net figure for plant and 
at the same time a smaller capital stock account if the 
surplus earnings due to the “ settling down” period 
have been actually divided to stockholders, or a smaller 
surplus and no larger item for outside investments if 
they have refrained from dividing such surplus earnings. 
If now a public service commission differentiates be- 
tween them on the ground that one expected to allow 
for depreciation while the other did not, and prescribes 
rates to yield the same income on the nominal invest- 
ment of each, the rates will be considerably higher 
for the concern which did not allow for depreciation, 
despite equality of productive power and productive 
efficiency. Relatively speaking, therefore, the com- 
pany which adopted standards in advance of its time 
is penalized for the indefinite future for having been 
so wide-awake! 

Numerous changes might easily be rung on this illus- 
tration, but they would yield similar results. In short, 
to make allowance for depreciation in valuation for pur- 
poses of rate control not only involves no injustice to 
companies which have been only abreast of their day, 
but it involves actual inequality of treatment among 
companies which for one reason or another have adopted 
different policies in this regard, with relatively unfavor- 
able treatment for the most advanced managements. 
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The question of expediency remains. The presump- 
tion is distinctly in favor of it, if the preceding argu- 
ments are valid. Even Professor Young admits that 
there is no great objection in the case of the railroads 
to the debit of retroactive depreciation charges as their 
amount is ascertained, if such debit is made direct to 
profit and loss, thus decreasing the stated surplus or 
increasing the stated deficit, rather than being charged 
against the annual earnings (p. 655). But one objection 
seems to him to be fundamental. Since replacements 
and repairs tend to be fairly regular in amount, once the 
state of normal average depreciation is reached, there 
is no need for an accumulated reserve for accrued depre- 
ciation which permanently remains on the balance sheet. 
Such a reserve he dubs “ unusable,’ “ useless ” (pp. 
650-652, 658). 

For clearness’ sake it may be mentioned here that if 
depreciation is taken into account an item is regularly 
charged into operating expenses to cover estimated 
depreciation accrued through the fiscal period and 
credited to ‘“ Reserve for Accrued Depreciation,” a 
balance sheet account. Against the credit so arising 
may be charged the cost of replacements; or, more 
satisfactorily, when an item of plant is retired the 
reserve may be reduced by the amount theretofore 
credited to it on account of this item, while the prop- 
erty account is reduced by the cost of the item retired. 
The net credit to ‘‘ Reserve for Accrued Depreciation” 
may be at once set off against the property account, 
reducing it by the amount of the net estimated depre- 
ciation. But more commonly it is carried separately, 
and either listed among the liabilities or, now more 
frequently, subtracted obviously from the cost figure 
for property account on the balance sheet, the net 
figure as well as the others being shown directly. In 
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short, it is an accounting device to record depreciation 
in numerical amount without acting as if the precise 
amount of decline in productive power were definitely 
ascertained. 

In what sense is such a reserve unusable, useless ? 
If it enables one to state with some approach to accuracy 
the net present investment in plant and equipment, 
without destroying what significance the cost figures 
may have, it unquestionably performs a useful if modest 
function. If, on the other hand, it prevents such an 
approach to accuracy and leads to an understatement of 
the present investment, the “ reserve”’ is not useless 
but far worse, — it is thoroly misleading and wrong. 
Professor Young does not directly charge the latter, and 
our reasons for holding to the former view have already 
been stated. 

The only assumption on which Professor Young’s 
language is intelligible to me is that, in spite of his 
better knowledge, he has fallen into an error which 
arises out of the current abuse of the term “‘ deprecia- 
tion reserve,” by employing it to designate not only the 
account above described but a thing essentially differ- 
ent, — namely a segregated fund of particular assets, 
cash, securities, or what not, which may be drawn upon 
to meet ordinary or extraordinary repairs, renewals, and 
replacements. Such was the “ growing fund ” which 
some of the early toll-bridge charters required to be 
built up against the decay or destruction of the bridge 
structure. A safer term for this is ‘‘ depreciation fund ” 
or “‘ renewal fund.” How large such a fund shall be is 
purely a practical business question: what amount may 
be needed to ensure the prompt coping with contingen- 
cies which ought to be taken into account ? It has no 
necessary relation to the amount of depreciation in the 
property; the relation would normally be close in the 
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case of a toll-bridge company but very distant where a 
large and varied plant existed, whose different units had 
different ages and dates of installation. The utility of 
such a fund consists merely in the preparation which it 
provides for making expenditures on plant and equip- 
ment when needed. 

In a word, the depreciation fund is an asset; the 
“ reserve for accrued depreciation ”’ is not, but is frankly 
an “ offset ” to a frankly inflated asset figure. The re- 
serve proper has no necessary counterpart in any partic- 
ular assets; a “‘ depreciation fund ” of an equal amount 
or much less may be maintained at the same time, but 
very commonly no such fund is found needful, much less 
is it commonly required by law or public service com- 
missions. The depreciation reserve proper has nothing 
whatever to do with ability to make expenditures for re- 
placements or renewals, regular or irregular, except in 
so far as it may insure more comprehensive knowledge 
of the plant and thereby facilitate intelligent prevision 
of future needs for such purposes. Thus Professor 
Young is right in saying that “‘ the deduction for depre- 
ciation cannot be justified by appealing to the necessity 
of providing for replacements ” (p. 662); but this is not 
the whole truth. If the requirement of deducting for 
depreciation necessitated the accumulation of a ‘“‘ depre- 
ciation fund ”’ equal to the accrued depreciation, such a 
fund would in large measure be unnecessary to ensure 
proper repairs and replacements, and, tho it would 
probably be invested in income-bearing securities and 
not be “‘ idle money,” it would be a superfluous provision 
and in this sense “ useless.”” Professor Young seems to 
imply throughout that this result tends to follow. On 
page 648 he asserts a modified form of this implication. 
“ Altho no investment of a separate depreciation fund 
is required, yet the writing down of the capital assets 
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by the amount of the ‘ accrued’ depreciation means 
in the long run either that other assets have to be larger 
in amount than they otherwise would have been or that 
liabilities have to be smaller. Usually the growth of the 
reserve for accrued depreciation means in practice that 
additional permanent investments are being made out 
of earnings. The reserve represents an additional, per- 
manent, and compulsory investment in the business to 
take the place of the amount of the investment written 
off for depreciation.” 

It will be noted that this consequence, if it be such, 
is no different in the case of companies starting out 
under strict regulation than in the case of companies 
existing prior to such regulation and summarily brought 
under its provisions. The “ depreciation fund ” or its 
equivalent is equally “ useless” in the two types of 
cases. But consider the alternatives actually presented. 
to a company when required from the outset to provide 
a “reserve for accrued depreciation” on its plant. 
There are at least three. During the period of settling 
down to the state of normal average depreciation the 
expenditures for replacements and repairs will be small. 
(1) It may not divide the earnings representing this 
temporary saving as profits, for they are not so. It 
may use them, however, to purchase additional items 
of plant or equipment, thus increasing its current pro- 
ductive capacity without increasing its net investment. 
(2) Or, it may invest them in income-bearing securities, 
securing thereby a supplementary income. (3) Or, it 
may divide them to the stockholders, as a return of part 
of the investment, and reduce the capital stock accord- 
ingly. The first of these alternatives is commonly 
chosen, chiefly because businesses seldom spring full- 
fledged from the heads of their promoters and if success- 
ful usually expand. Where, however, conditions are 
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static and increase of output would be unprofitable, un- 
economical, this policy would be avoided, and one of the 
others adopted. The second policy has the advantage 
of making possible the making of replacements at most 
advantageous times and of maintaining a stable rate of 
dividends; but there is no assurance that a fund pre- 
cisely the amount of the accrued depreciation would be 
required to serve these purposes, and the policy has the 
disadvantage of involving the company largely in affairs 
outside the realm in which its managers are presumably 
most efficient. In practice, however, a combination of 
these first two policies is usually found desirable. But 
the third policy is not ordinarily precluded by law or 
public service commission ruling. Where no contin- 
gencies need be provided against, where instability of 
dividends is not deemed probable or undesirable, where 
increase of operating facilities is not called for, a frank 
division of such part of the original investment as proved 
to be no longer necessary would be the appropriate 
policy. The requirement of the depreciation reserve 
merely ensures that such reduction shall take place 
openly and in due form rather than surreptitiously or in 
ignorance. Control to this extent of the financial poli- 
cies of the companies affected is today, in the view of 
many observers, far from inexpedient. And the slight 
adoption of this alternative is to be regarded as indica- 
ting not the compulsory adoption of one of the others, 
but their greater profitableness. 

Three alternatives are similarly present in the case of 
a company which has not heretofore taken account of 
depreciation. Additions beyond mere replacements may 
at once or gradually be made to plant and equipment 
until the net investment equals the amount originally 
carried. Or, funds may be segregated, at once or gradu- 
ally out of earnings, to constitute an income-yielding 

















377 





DEPRECIATION AND RATE CONTROL 


depreciation fund. Or, the par value of capital stock 
or the stated surplus may be reduced, or the deficit figure 
increased, by the amount of the depreciation reserve, so 
that the “ net preprietorship ’’ figure will correspond to 
the actual amount of the investment. Business condi- 
tions, in the main, will determine which is the best proced- 
ure in each concrete case. Public service commissions 
may well be wary of laying down precise regulations as 
to the method to be adopted, provided the result be 
secured; but the mere requirement of recognizing the 
fact of past depreciation and taking it into account 
involves no burdensome or inexpedient control of finan- 
cial policies of the companies concerned. 

To conclude: 

1. The requirement of an allowance for depreciation 
is necessary in order to state with an approach to accu- 
racy the “ present value ” of or the present “‘ amount. 
of the investment ” in a physical plant. 

2. Such requirement, tho affecting companies which 
had deemed no such allowance necessary, involves no 
injustice to particular companies, while the absence of 
such requirement when making valuations for purposes 
of rate regulation would lead to unequal treatment of 
companies which had pursued different policies. 

3. The presumption in favor of the expediency of 
such a requirement, raised by the foregoing facts and 
by the further circumstance that such “ cost-keeping ” 
tends to promote more intelligent conduct of the enter- 
prise, is not overthrown by the appearance of any con- 
sequent inexpedient restrictions on financial policies. 

Or, restated in a form comparable with that of Pro- 
fessor Young, these conclusions would be: 

1. If depreciation charges have not been required by 
public authority, it cannot be assumed that the proprie- 
tors of a large public service undertaking should have 
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accumulated a reserve for accrued depreciation or a de- 
preciation fund of the same amount. 

2. The absence of such a reserve means, however, 
that the value of the physical plant is by so much over- 
stated, and indicates that, unless an equivalent amount 
of earnings has been applied to extensions of plant with- 
out “ charging to capital ” or has been invested in other 
property or has been expended in building up immaterial 
assets which do not appear on the balance sheet, part of 
the principal of the investment has, whether intention- 
ally or otherwise, been returned to the proprietors. 

3. It is proper, just, and expedient that in valuation 
for purposes of rate control account should be taken of 
depreciation of the physical plant, regardless of the need 
or lack of need for a depreciation fund, and regardless 
of the actual or hypothetical expectations of the pro- 
prietors as to the necessity of reckoning with deprecia- 
tion by means of the depreciation reserve or otherwise. 


JoserH 8. Davis. 


Harvarp UNIVERSITY. 





A REPLY 


I had not expected that my conclusions on the rela- 
tion of depreciation and rate control, challenging gener- 
ally received opinion as they do, would meet with easy 
acceptance. I am grateful to Mr. Davis for having 
cogently formulated some of the objections — the more 
weighty ones, I imagine— that may seem to count 
against my thesis. The right solution of the problem 
is a matter of great practical consequence, and discus- 
sion which, like Mr. Davis’s, helps to define and narrow 
the issues, contributes toward that end. 
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We are agreed upon some points. It is admitted that 
it is not necessary for undertakings with large and varied 
properties to accumulate a “ reserve for accrued depre- 
ciation ” in order to provide for replacements. It is 
further admitted that in the valuation of the properties 
of such companies for the purpose of rate control the 
usual deduction for depreciation cannot be justified by 
appealing to the alleged necessity of providing in ad- 
vance for renewals. But it is upon precisely that fal- 
lacious ground, and in most cases upon that ground only, 
that commissions and courts have based their rulings 
that depreciation must be deducted in such valuations. 
Are these findings to be approved in spite of their ad- 
mittedly faulty premises? At this point Mr. Davis 
and myself part company. I see no principles on which 
the deduction for depreciation can be definitely justified 
in the case of the valuation of the properties of a com- - 
pany which has not accumulated a depreciation reserve. 
Mr. Davis thinks that there are such principles, even 
tho overlooked by commissions and courts, and attempts 
to formulate them. 

But before proceeding to the discussion of the real 
issue, I must first enter a protest against Mr. Davis’s 
interpretation of part of my argument. In view of the 
fact (on which we agree) that when annual replacement 
needs are fairly uniform there is no need to provide a 
fund for them in advance, I spoke of the reserve for 
accrued depreciation as “ useless for replacement pur- 
poses.”” Mr. Davis fears that I have confused the de- 
preciation reserve with “ a thing essentially different, — 
namely a segregated fund of particular assets, cash, se- 
curities, or what not, which may be drawn upon to meet 
ordinary or extraordinary repairs, renewals, and replace- 
ments.” Now, I have no fault to find with the exposi- 
tion of elementary accounting practice which Mr. Davis 
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introduces at this point. But I cannot understand how 
Mr. Davis has convinced himself that I fell into the 
error in question. A reserve of the kind under discus- 
sion is built up by credits of depreciation accruals and 
depleted by debits for replacements. Itself a liability 
account, its effect is to hold a corresponding amount of 
(unspecified) assets in the business and to prevent their 
distribution except at the expense of an equivalent dim- 
inution in stated liabilities. Only as replacements are 
made are these assets released. And so far as the re- 
serve is permanent such assets cannot be released in 
exchange for replacements. To say that the reserve 
“cannot be used for replacement purposes” avoids 
much circumlocution and should mislead no one. To 
use a depreciation reserve for replacements is just as 
commonplace a feat as to “ pay dividends out of profits.” 

One assertion which Mr. Davis makes in this connec- 
tion is, I think, a little too strongly put. He says: 
“ The depreciation reserve proper has nothing whatever 
to do with ability to make expenditures for replacements 
or renewals, regular or irregular, except in so far as it 
may insure more comprehensive knowledge of the plant 
and thereby facilitate intelligent prevision of future 
needs for such purposes.”’ 

Now, of course, the existence of a depreciation reserve 
does not insure the existence of a body of “ idle cash ” 
or of easily convertible assets held against possible re- 
placement needs. But it does make it certain that all 
needed replacements up to the amount of the reserve may 
be made without either cutting into surplus or increas- 
ing the deficit for the year. In practice the reserve for 
the depreciation of large and varied properties becomes 
much larger than can be “ used ”’ in this way for replace- 
ments, and to this extent is ‘‘ unnecessary ” for replace- 


ment purposes. 
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I must repeat a statement which Mr. Davis quotes 
from my paper: “ Altho no investment of a separate 
depreciation fund is required [by the Interstate Com- 
merce Commission], yet the writing down of the capital 
assets by the amount of the ‘ accrued depreciation ’ 
means in the long run either that other assets have to 
be larger in amount than they otherwise would have 
been or that liabilities have to be smaller. Usually the 
growth of the reserve for accrued depreciation means in 
practice that additional permanent investments are be- 
ing made out of earnings.” This statement is, I think, 
both accurate and perfectly general. It covers the 
three methods of handling the matter which Mr. Davis 
particularizes. 

Mr. Davis probes much deeper, it seems to me, when 
he questions my use of the term “‘ productive efficiency.” 
My argument made some use of the assumption that a 
properly maintained plant in a state of normal deprecia- 
tion would yet be in a condition of substantially unim- 
paired productive efficiency. Mr. Davis formulates his 
objection to this in two ways. In the first place, he 
suggests, the value of a plant depends upon its store of 
productive efficiency, and this involves the aggregate 
expectation of life of the various parts of the plant. 
This store of productive efficiency is less for a normally 
depreciated plant than for a new one. In the second 
place, productive efficiency, adequately interpreted, 
“‘ must have reference to the relation between the out- 
put and the total cost of producing it.”” When renewals 
have reached their normal level their annual cost will 
be greater than in a new plant. A plant requiring larger 
annual maintenance expenditures per unit of product 
than a new plant would (in the immediate future) can- 
_ not properly be said to be in a state of unimpaired pro- 
ductive efficiency. 
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The facts in the case are, of course, quite as Mr. 
Davis suggests. And very likely his use of the term 
“ productive efficiency ” is better than mine. Taking 
all the factors in the situation into account the produc- 
tive efficiency of a new plant is more than that of an 
older one. My statement, it will be observed, was care- 
fully qualified. The productive efficiency of an old 
plant, properly maintained, is usually equal to that of a 
new one similarly constituted. That is, from the fac- 
tors which may be said really to determine productive 
efficiency I put aside maintenance and made of it an 
independently given magnitude. But my argument 
took full account of the fact that replacement costs are 
lower during the early years of a plant’s life, before it 
has reached a state of normal average depreciation. 
Mr. Davis means one thing by “ productive efficiency,” 
while I mean another. But we see the same facts. 

If the difference between us at this point were purely 
verbal, — if Mr. Davis merely preferred to give a name 
to A, B, and C which I had used for A and B, — it 
would hardly be profitable to pursue the matter further. 
But to Mr. Davis the higher operating costs of the 
“ depreciated ”’ plant or its smaller store of productive 
life (both formulations come to the same thing) is a 
sufficient reason for reducing its valuation for rate regu- 
lation. His conclusion depends, however, upon a point 
of view which I believe to be untenable. It involves, 
more particularly, a questionable theory of the general 
nature and meaning of public valuation. 

“ The relative values of different capital goods,” says 
Mr. Davis, “ are determined by the relative amounts of 
productive power they contain.” And he believes that» 
“this productive power is the normal and proper crite- 
rion of the value of the physical plant, as for any unit or 
group of capital goods.” With certain minor qualifi- 
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cations I should concede this, if the ‘‘ value ” wanted 
were selling value in a supposedly open market. Under 
certain conditions of expressed or implicit contract with 
the government, relative productive efficiency (in Mr. 
Davis’s inclusive use of the term) might properly be the 
dominating criterion of the price to be paid by the 
government in taking over a public service plant. But 
valuation for rate control is a very different matter. 

There is no better word than value to denote the goal 
sought in the “ valuation ”’ of public service properties. 
It has the necessary amount of elasticity and it gives 
the proper suggestion of an ethical element in the prob- 
lem, — of justice to be attained and apportioned. But 
it is value for a particular purpose; not the market 
value of the economists, nor value even as defined in 
President Hadley’s well-considered phrase, ‘‘ what price 
ought to be,” but value in the special sense of a capital 
sum on which a fair rate of return is to be conceded. 
The word value is here used as setting a problem, not 
assolving one. And one cannot safely attempt to solve 
the problem by applying principles derived from one 
specific use of the word. ‘“ Value” is nothing to con- 
jure with. It has to be carefully sought. 

No commission or court has ever given a set of hard 
and fast rules by which we might definitely determine 
the value it would impute to a particular plant. But 
we do know that no such body has ever made produc- 
tive power or future earning capacity the fundamental 
criterion in such matters. Nor have commissions or 
courts attempted to make value a Janus-faced thing, 
looking both to the future and the past. Not that 
forward-looking considerations always have been thrown 
aside, but rather that emphasis has been placed on the 
retrospective view. Cost, investment, sacrifice, — these 
are the controlling factors. Otherwise such items as 
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“‘ the cost of establishing the business,” “ interest dur- 
ing construction,” and the like, become unintelligible. 
I cannot ask for space to develop this contention at this 
time— it would necessitate a review of the whole general 
theory of valuation—but its soundness will be admitted 
by all conversant with the matter. What I called the 
“investment entitled to a return ”’ may not be the only 
factor in valuation, but it is easily the dominant one. 

A possible rejoinder to all this is that the appeal to 
authority is inconclusive when it comes from one who 
is questioning the soundness of the findings of that 
same authority in one very important detail. But 
altho I believe that my thesis might derive convincing 
supports from general considerations of equity, the 
matter cannot now be pursued that far. It is sufficient 
to show that the treatment of the depreciation problem 
by courts and commissions has been inconsistent with 
the general principles of valuation which they them- 
selves have adopted. 

If investment is the ruling factor, Mr. Davis’s em- 
phasis upon the “ store of productive efficiency ” is mis- 
placed. The question is not whether a plant in a state 
of normal depreciation is as “‘ valuable ”’ for productive 
purposes as a new one. It is merely whether there is 
a reasonable presumption that the lower operating costs 
in the first years of a plant which does not accumulate 
a depreciation reserve involve a virtual return of part 
of the investment to its proprietors. I see no way of 
getting at the matter except by weighing the probability 
that these lower operating expenses were taken into 
account in determining the amount of the investment 
and the level of rates. 

Mr. Davis holds that “ it is not safe to presume that 
if an allowance for depreciation had been required from 
the outset investments would not have been made or 
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would have been smaller.” But is it safe to presume 
that such a requirement would have made no difference 
to investors? There is, of course, no evidence which 
directly bears on this point. But there is food for 
thought in some statistics gathered in 1897 and 1898 
by the Commissioner of Labor.’ For each of eighteen 
groups in which 375 privately-owned waterworks were 
classified (on the basis of size) it appeared that the aver- 
age cost of production per unit of product (including 
an allowance for interest) was more than the average 
price charged for the water sold. A similar condition 
was found in seven of the eleven groups into which 
344 privately-owned gas plants were classified.? “‘ The 
explanation of these results,” says the editor of the 
tables, “‘ may be found in the fact that depreciation, 
which is here included in the cost of production, is, as a 
rule, not considered by the plants themselves as an 
actual charge against cost, and that prices are conse- 
quently based on cost exclusive of this element.” 

That these figures are accurate in detail is not to be 
expected. But the general conclusion to which they 
point seems to me unmistakable. For many years most 
public service companies failed to charge to operating 
costs all of the items which, under present rulings, they 
are entitled to charge. But their policy was in line with 
what was current business practice and found support in 
court decisions. Part, at least, of the immediate saving 
went to the public in the form of larger facilities or lower 
rates. And yet we are asked lightly to assume that all 
of it went back into the pockets of the proprietors. 

Because a property administered with a view to con- 
tinuous operation has reached that normal state where 


1 Water, Gas, and Electric-Light Plants under Private and Municipal Ownership 
Fourteenth Annual Report of the Commissioner of Labor (1899). See especially pp. 
42, 43, 396, 397. 

2 Comparable figures were not given for electric-light plants. 
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it is about “ half worn out,’’ it does not follow that half 
of the investment, or any part of it, even, has been re- 
turned to the stockholders — and that whether their 
profits have been high or low. Mr. Davis’s adherence 
to the necessarily arbitrary categories of accounting 
seems to blind him to this simple fact. When he says 
that to write down the values of present properties 
for past depreciation involves “ no regulation of past 
actions or profits” he fails to weigh the real effect of 
this procedure upon a company which made its invest- 
ment and adjusted its whole business policy in accord- 
ance with the admittedly reasonable supposition that 
operating expenses need not be charged with any bur- 
den for the upkeep of capital beyond the cost of proper 
repairs and renewals. To write down the properties of 
such a company for depreciation is to adjudge that past 
profits have contained or should have contained an 
element representing the return of part of the invest- 
ment. And when he goes so far as to say, ‘‘ the investors 
are not required to disgorge the sums they received in 
the false guise of profits; they are not required to return 
the profits actually secured for years when rates were 
allowed to remain at a level to yield normal income on 
a capital sum higher than the actual investment,” he 
openly begs the whole question at issue. 

Mr. Davis raises the problem of the proper valuation 
of two similar plants, one of which has regularly charged 
depreciation to operating expenses, while the other has 
not. The answer is, of course, that there is a reasonable 
presumption that one plant has adjusted its investment, 
its service, and its rates to a higher scale of operating 
expenses than the other. That is, there is a presump- 
tion that one company has collected or planned to 
collect in rates enough to repay part of its investment. 
Depreciation might fairiy be deducted from the valua- 
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tion of one, but not from that of the other. The prob- 
lem is, of course, largely hypothetical. It could not 
arise in the case of railroads, and but infrequently in 
that of public utilities. 

Let me repeat again that the general question of the 
justification of the deduction for depreciation is one to 
which a categorical answer is impossible. The concrete 
facts in the history of a business do not fall easily into 
the rigid concepts of modern accounting. Viewed re- 
trospectively, there is no sharp line between principal 
and interest, between investment and return. Money 
is expended in building a plant. More money is ex- 
pended in operating it. All proper renewals are pro- 
vided for in operating expenses. For the period in 
question, the present accounting scheme with its regular 
charges for depreciation is neither compulsory nor in 
customary use. An annual money income is received, 
in excess of operating expenditures. How much shall 
be called net profit? How much shall be counted as 
repayment of principal ? Is there any definite reason 
to hold that any part of the investment has been re- 
pocketed ? The question itself is an artificial one, 
forced upon us as part of the practical problem of regu- 
lation. There is, of course, a doubt to be resolved. But 
I have tried to show that there is a reasonable presump- 
tion that under the conditions stated it would be unjust 
to refuse to allow the company to charge rates that 
would give a fair return on the undepreciated value of 
its properties. 

Mr. Davis’s criticism misses the mark because it fails 
to deal with the fundamental ground on which I based 
my conclusion that there is such a general presumption. 
I see no reason to modify that conclusion. 


Attyn A. YOUNG. 


CorNELL UNIVERSITY. 
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A REJOINDER 


I rEGRET to have misconstrued Professor Young’s 
language respecting the uselessness of the depreciation 
reserve. I think I am right, however, in crediting him 
with holding that to accumulate such a reserve need- 
lessly keeps in the business assets which might be dis- 
tributed to the stockholders, and that the reserve is 
used for replacements and is useless if it will at no time 
be entirely exhausted by replacements. Such a view, 
I am clear, involves an erroneous conception of this 
reserve. Assuming that depreciation of a physical 
plant is an inescapable economic fact, despite the ut- 
most assiduity in keeping the plant in proper working 
condition and regardless of circumstances or methods of 
taking the fact into account, a reserve for accrued 
depreciation which approximates the actual deprecia- 
tion is, I believe, corresponded to by no real assets and 
does not represent “an additional, permanent, and 
compulsory investment in the business to take the place 
of the amount of the investment written off for depre- 
ciation ”’ (p. 648). It is simply an accounting device to 
measure the amount by which the value figure for plant, 
on the balance sheet, exceeds the actual value, as nearly 
as the excess can be estimated. Tho a “ liability ac- 
count ” in the sense of being a credit item, it is a mere 
“ offset,” a “‘ negative reserve,” and is to be sharply 
distinguished from those reserves which are segregated 
parts of the surplus and are corresponded to by equiva- 
lent amounts of specified or unspecified assets, in reality 
as well as on the balance sheet; just as a deficit, often 
listed among the assets, is to be sharply distinguished 
from items which represent actual assets. Such a 
reserve is merely a record of fact, altho, since the fact — 
the amount of depreciation — cannot be ascertained 
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with precision, the record is, like many records, only an 
approximation to the truth. And Professor Young 
seems to me to argue beside the point when he endeavors 
to show “ the fallacy in the view that the ‘ reserve for 
accrued depreciation ’ is a necessary record of fact,” by 
pointing out that replacement requirements do not 
necessitate an advance accumulation of a “ fund ” that 
will amount to much more than the annual cost of such 
replacements (pp. 650-651). As I pointed out in my 
criticism, the keeping of such a reserve does not hold 
in the business assets which might otherwise be dis- 
tributed to stockholders, tho by preventing liquidated 
capital from masquerading as profits it may restrict 
ordinary dividends. The reserve is typically and prop- 
erly reduced when property is retired (by the accrued 
depreciation on the item retired), the reduction going to 
offset the writing down of the plant account by the cost 
of the property retired. Far from releasing assets for 
distribution to stockholders, the making of replacements 
involves locking up, in more or less fixed capital, liquid 
assets already in the business or brought into the busi- 
ness for the purpose. The ability to make replacements 
depends on the amount of such liquid assets available 
or obtainable; it is less in times of financial depression 
than in other times, it is greater for companies which 
make a policy of keeping against such contingencies an 
amount of liquid assets largely, in excess of ordinary 
needs. The proper keeping of this reserve account 
does indeed eliminate from the profit and loss account 
all variations due to the circumstance that replacements 
are not even normally made with entire regularity. 
But I see no reason to modify my conclusion that the 
ability to make replacements or renewals is not affected 
by the keeping of this account. Granted that the re- 
serve for accrued depreciation will never be ‘‘ used up ” 
as replacements are made, what of it ? 
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This matter is, I believe, intimately related to the 
question of impairment of investment and the reality of 
stated profits. If a large and varied physical plant, 
like each of its several elements, actually depreciates 
and the reserve for accrued depreciation represents no 
real assets, figures showing the total outlays for the 
present plant cannot correctly represent the present 
amount of the investment in it; and, if a reserve for 
accrued depreciation is lacking or inadequate, any sur- 
plus shown is in part spurious — corresponded to by no 
real assets in the business — while if no surplus is 
shown, something in addition to genuine profits has 
been distributed to stockholders, or else losses have 
directly impaired the investment. I had understood 
from his original article that Professor Young would 
deny the depreciation and maintain that, provided 
repairs and replacements were made as needed to keep 
the plant in good working order, the investment “ in 
every real sense ”’ remained intact (p. 651). He now 
admits, however, comparing an old plant with a new one 
of similar make-up, (1) that the older embodies a smaller 
store of productive power,! (2) that outlays for needed 
repairs and replacements will be larger for the old than 
for the new (till the new one has reached the stage of 
normal average depreciation), (3) that accordingly, in 
an important sense, if not in the sense he prefers, the 
productive efficiency of the new one is greater,? and (4) 
that whether sold at forced sale or changing hands as a 
going concern in good condition selling prices would be 
different. Perhaps I am safe in assuming, therefore, 
that we agree that, from most standpoints, the present 

1 At two points in his reply (p. 382), Professor Young imputes to me the use 
of “ productive efficiency "’ where my term was actually “ productive power.”’ 


2 Cf. also the statement in his original article (p. 652): ‘“‘ In the absence of such a 
reserve net profits for the tlme being would of course have been higher than if a reserve 
had been accumulated.” 
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amount of the investment is not indicated by the 
undepreciated cost. I had further understood him to 
say that since, “in the case of a permanent industrial 
investment for profit,” there is no clear line between 
profits and repayment of principal, we must rely upon 
“ the expectations, plans, and estimates of the proprie- 
tors in order to estimate what may properly be called 
net income ” (p. 652). For my part I cannot see that 
the question of fact, — what were profits and what 
were not ? — is affected at all by what the proprietors 
may have thought. Calling a sum “ profits ” does not 
make it so, whether the “ caller ” be promoter, honest 
investor, or accountant. A line exists in fact between 
profits and liquidated capital, altho there is no auto- 
matic earmarking of the elements of gross income; and 
a major function of the accountant, with all his “ arbi- 
trary categories,” is to make the line displayed on 
financial statements reflect as accurately as possible the 
invisible line which exists in fact. But if Professor 
Young sees these facts as I do, much of my criticism was 
beside the point, except for readers who, like myself, 
misunderstood his language. 

Suppose, then, that he is to be interpreted throughout 
as implying the phrase ‘for purposes of rate regulation,” 
and, conducting his argument for this purpose alone, he 
would argue merely that depreciation should be dis- 
regarded if proprietors have not set up a reserve for it, 
calculated profits should be treated as true profits, stated 
surplus as true surplus, and the investment should be 
rated at cost, not at cost-less-depreciation. This would 
be to separate sharply the question of justice from the 
question of economic fact, — questions which I have 
thought Professor Young tended to confuse. 

Neglecting for the moment the considerations of 
justice, the expediency of such action is gravely to be 
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questioned. So far at least as concerns the depreciable 
physical plant (and this element alone is under discus- 
sion), there would seem to be distinct disadvantages in 
arriving at four different figures for its value in a 
going concern, according to whether the valuation has 
reference to transfer between private parties, purchase 
by government, regulation of security issues, or regula- 
tion of rates. The “ fair value ”’ of the plant of a going 
concern should mean in each case, I believe, the nearest 
possible approximation, fixed by honest, intelligent, 
careful appraisal, to what its rating would be in a vol- 
untary, unforced sale of the entire concern in a period 
of normal business.!. Any other policy certainly makes 
against consistent action, and in the long run, I believe, 
for injustice.* If justice requires, it is not difficult to 
make due allowance in other ways for losses, abnormally 
low real profits, or what not.* 

The problem of justice is an intricate one. I am 
ready to admit that cases may be found where, tho the 
plant investment is actually less than its net book value, 
well-managed companies have secured no more than a 
normal return because of reliance upon an assumption 
which, however erroneous, was fostered by court 
decisions and prevailing business standards; and that 
real injustice may be done by disregarding these facts 
entirely when rates are regulated. Yet I cannot think 
it safe now to presume that uncontrolled public service 


1 The “ break-up value " or value with “ reference to a possible insolvency "' would 
of course be different; but when we are dealing with a going concern such a value is 
potential, hypothetical, not actual, present, and need not be considered. 

2 Here is implied, chvieutly, ® _heywagr of certain court and commission decisions. 
Since, however, cost-of-rep tion is a not unusual “ basis” for 
valuing a physical plant, and since = would at least approximate the “ fair value ” 
as I regard it, my view is by no means revolutionary. 

3 For example, the amount of the loss for which justice is held to require reimburse- 
ment may be made a deferred charge to profit and loss, and for the time being rates may 
be fixed which yield beyond the normal return on the present investment enough 
gradually to reduce this debit. Less satisfactorily, the sum may be made an inde- 
pendent item in the total valuation. 





Sp a ae et —— 























393 





DEPRECIATION AND RATE CONTROL 


companies have treated the public better than if a 
requirement to keep depreciation accounts had been in 
force. If business men would recognize that the “ sale 
value ”’ of an old plant is less than for a new one simi- 
larly constituted, is it certain that they would think 
that the two represent the same amount of investment ? 
Or that they would not calculate upon large returns in 
early years which could be used in part for extensions 
without increasing the capital stock? Or that they 
would expect a normal rate of profit measured on the 
gross outlay for plant ? One has been accustomed to 
believe, moreover, that before public regulation came 
into vogue the principle of monopoly value held large 
sway in public utility properties; and if monopolistic 
proprietors really fixed lower rates because they had not 
learned to allow for depreciation, their action is not in 
accord with what the usual expositions of economic 
theory lead us to expect. Certainly common report of 
stockwatering episodes and of fortunes made in this 
field does not predispose one to look upon the investors 
as having been but barely remunerated for their 
investment. 

On the other hand, it is equally difficult to argue con- 
vincingly that the lack of the depreciation requirement 
has made no difference to investors. Abstract reason- 
ing, it seems to me, cannot establish either this presump- 
tion or the other. The facts are not clear. Evidence 
should be presented to show that, in the main, properly 
managed public service companies have secured (but 
not necessarily divided) less than a normal rate of 
profit on their investment, properly valued. Professor 
Young offers only one bit of evidence. And I think he 
adopts too hastily the interpretation placed by the 
editor (the late Carroll D. Wright?) upon the data 
published in the report of the Commissioner of Labor 
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(1899). No figures for capital stock, surplus, or divi- 
dends were shown in that report. The depreciation 
allowance for the year which was included in cost was 
a highly arbitrary figure, as a rule merely an estimate 
by the official who made out the returns; the companies 
themselves did not use the figure, and a cursory study 
of the data strongly indicates that the allowance, which 
figured very heavily in the sum of costs, was a liberal 
one. But even supposing it to be substantially accu- 
rate, its inclusion in the year’s costs showed merely 
that the net profits for that year were less than a normal 
return on the total outlay (undepreciated cost) for con- 
struction and improvements. If calculated on cost less 
accrued depreciation the showing could have been far 
different. It is significant, it seems to me, that so 
many companies admitted the fact of depreciation in 
that year, despite proper repairs and renewals, even tho 
they did not make a practice of dealing with deprecia- 
tion in their accounts. Furthermore, another very 
plausible interpretation may be put upon the fact that, 
in so many companies, the current revenue did not 
exceed costs including current depreciation by an 
amount sufficient to yield, on the undepreciated invest- 
ment, a rate of return even equal to that paid on its 
latest bond issue by the cities in which the plants were 
located. That interpretation is, that the companies 
did not consider the gross outlay on plant to represent 
the principal of the investment on which they figured 
their rate of profit. Has it not been true that most 
companies which have not “ booked” depreciation 
have paid for extensions and inprovements out of earn- 
ings, and either have not included the cost of these in 
their figures for plant value, or while so including them 
have built up a correspondingly large (nominal) surplus? 
In either case, dividends would be measured on the 
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original capital, or on capital stock more or less arbi- 
trarily issued, and no obvious figure would show the 
rate of yield upon what they considered the investment 
entitled to return. I suspect that many public service 
companies would be greatly surprised and delighted if 
rates were revised to yield a “‘ normal return ”’ on the 
undepreciated outlays on their plant and improvements. 

In short, on the question of justice which I now under- 
stand him to fegard as central, I regard Professor 
Young’s reasoning as still inconclusive, and his recom- 
mendation based on that reasoning as still unacceptable, 


JosepH S. Davis. 





CONCLUDING COMMENTS 


I am sorry to prolong this controversy, but Mr. 
Davis’s rejoinder brings the difference in our views so 
nearly to a point that I must attempt to complete that 
task. He still maintains (1) that the existence of a 
reserve for accrued depreciation has no bearing upon 
ability of a company to make replacements, and (2) 
that the market value of a plant is what should be 
sought in valuation for purposes of rate control. 

1. To Mr. Davis the depreciation reserve is merely a 
record of fact and has no other function, while I am 
pragmatist enough to insist that the definition of fact 
must itself hinge upon some specific function or purpose 
of the reserve. But there is a particular fact of which 
Mr. Davis would make the depreciation reserve a 
record, and that is the diminution of the market value 
of capital assets which results from the shrinkage of 
their aggregate expectation of life. Mr. Davis would 
not, I suppose, question the fact that charges for the 
depreciation of fixed capital were first introduced into 
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operating costs quite as much to assure provision for 
future needs as to record the diminution of capital 
values. Nor do I suppose that he would question the 
statement that for a long time there was a mistaken 
notion that in practice these two principles of deprecia- 
tion came to about the same thing. At any rate, I do 
not find in standard accounting literature any clear 
recognition of the fact that the amount of depreciation 
to be charged on large and varied properties is more or 
less according as one principle or the other is adopted. 
And the mistake in question was made by the account- 
ing authorities of the Interstate Commerce Commission 
in 1907. 

The theory of the meaning of the depreciation reserve 
which Mr. Davis holds is not without support, but it 
cannot be said to command the unanimous approval of 
accountants. I do not, however, wish now to question 
its general appropriateness, and have already said that 
I see no conclusive reason why public authorities should 
not compel public service companies to accumulate a 
reserve against depreciation in market value. But I 
do object to the assumption that the companies should 
in every case have accumulated that particular kind of 
a reserve before the days of regulation. 

This does not mean, however, that outside of the 
group of enterprises where annual replacements can 
easily be made from annual earnings the existence of 
such a reserve does not affect ability to make replace- 
ments. Mr. Davis holds that the reserve has no such 
bearing, but it is difficult to believe that he is seriously 
urging considerations which he thinks of practical con- 
sequence. Surely his statement that ‘“ the keeping of 
such a reserve does not hold in the business assets which 
might otherwise be distributed to stockholders” is 
quite out of line with the generally candid nature of his 
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able argument. Wiping out the reserve would increase 
stated profits by an equivalent amount and this would 
permit corresponding dividends. That the assets thus 
released might not be in a form for immediate distribu- 
tion or conversion is a matter of no significance. 

The matter of provision for replacements is entirely 
similar. So far as any bearing upon the general prob- 
lem under discussion is concerned, it matters not a whit 
whether that part of gross earnings which the inclusion 
of depreciation charges in operating expenses makes 
unavailable for distribution to stockholders is used in 
building up a segregated body of quick assets or is put 
into general additions and betterments. In both cases 
the general result is that as compared with liabilities 
(other than the depreciation reserve) resources are 
larger than they otherwise would have been. In each 
case retirements can be made without affecting stated 
profits, and assets, equal in amount to those purchased 
with earnings set aside on account of depreciation, can 
be converted for replacements. If these additional 
assets are not in easily convertible form, extraordinarily 
large replacements might even necessitate borrowings; 
but the net effect on the balance sheet would be un- 
changed. By “ ability to make replacements” Mr. 
Davis merely means the convenience and (within 
narrow limits) the economy with which replacement 
needs may be met. But the important thing to a com- 
pany is the ability to retire old properties and replace 
them with new without affecting its degree of solvency 
as shown on the balance sheet. For this purpose it is 
immaterial whether the property set aside for replace- 
ment purposes is segregated or is scattered among the 
general assets.! In this sense every depreciation reserve 


1 “ The only question as to the wisdom of this [latter] policy is the question of the 
availability of the fund, that is, whether in case of need the property could be quickly 
converted into cash so as to be put to its intended use.” — W. M. Cole, Accounts; 
their Construction and Interpretation, p. 89. 
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is a replacement reserve, and so far as such a reserve 
represents a permanent accumulation, it is perfectly 
accurate to say that it is to that extent “ useless for 
replacement purposes.” 

2. In setting up the market value of the plant (not of 
the business) as the amount on which a fair return is to 
be conceded, Mr. Davis frankly accepts the logical con- 
sequence of his emphasis on the correlation between 
physical depreciation and what he prefers to call “ pro- 
ductive power.” Moreover, he frankly rejects the 
currently received principles of valuation, and it may 
be that I should be right in assuming that he assents to 
my principal thesis, which is that deductions for de- 
preciation in public service valuations are at variance 
with the general principles on which such valuations 
now seem to be based. 

I cannot now enter into a discussion of the general 
validity of the market value standard or of the difference 
its adoption would make in practice. But I must enter 
an objection to Mr. Davis’s identification of market 
value and investment. One is a matter of current 
imputation, the other is a matter of the interpretation 
of historical fact. I should define investment as the 
aggregate money sum expended in creating or acquir- 
ing income-yielding goods or rights, minus whatever 
part of it may be properly said to have been paid back 
out of earnings.! The investment in a piece of idle real 
estate is merely the purchase price plus carrying charges; 
it is that, whether its market value has doubled or 
diminished since its acquisition. The difficulty in 
measuring the investment in public service plants 

1 Secondary and derivative meanings of the word are (1) the goods or securities in 
which the money is invested and (2) the present market value of such goods or securities. 
Not all the investment in a public service plant may be entitled to a return. The 


investment entitled to a return must have been appropriate and (within reasonable 
limits) necessary. 
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comes from the practical impossibility of drawing a line 
between return on the investment and return of the 
investment. I do not think there is so definite a line of 
demarcation as Mr. Davis holds, except for investments 
that have been terminated by the distribution of the 
assets. 

For going concerns even modern accounting does not 
really attempt accurately to define annual profits. 
Note, for example, the difference in its treatment of 
unrealized depreciation and unrealized appreciation. 
Again I submit that where realized depreciation is 
normally and easily met out of operating expenses and 
where, with the sanction of law and custom, unrealized 
depreciation in market value has not been charged to 
operating expenses, it is by no means a demonstrable 
fact that this unrealized depreciation has nevertheless 
been a virtual operating expense. Business policies 
were not framed with reference to the marketability of 
capital assets, and were quite properly not so framed. 

From Mr. Davis’s discussion of the probable actual 
earnings of public service undertakings in the past I 
infer that the difference in our views is in large part not 
so much a matter of logic as of our very different 
impressions of the degree of success which has attended 
the average undertaking. I impute no high degree of 
accuracy to the statistics in the Commissioner of Labor’s 
Report. But I am inclined to give more weight than 
Mr. Davis does to the explanation offered by the 
editor of the tables (presumably Mr. G. W. W. Hanger) 
who must be supposed to have been conversant with 
the various limitations of the figures. Mr. Davis’s 
alternative explanation may have significance for a few 
isolated cases, but I do not think that the practice of 
making improvements out of earnings without charging 
them to the property account has been so common 

















400 QUARTERLY JOURNAL OF ECONOMICS 


among local public service companies as he supposes. 
It is easy to let one’s impression of the general profit- 
ableness of such undertakings be derived from a few 
conspicuously successful examples. Looking at the 
general run of the cases in the reports of state com- 
missions, one’s impression of the facts is not far out of 
line with that given by t’¢ Commissioner of Labor’s 
report. The theory of monopoly price has no bearing 
upon the matter, for that theory assumes the most 
important variable — the amount of the investment in 
fixed capital — as a given quantum. 

No rules of rate regulation can be applied without 
making some exceptions. There are cases where the 
rigid application of any general principles would have 
to be somewhat tempered, just as there are c where 
obvious extortion in the past might properly be taken 
into account. But for the most part principles for the 
valuation of properties which were installed under 
conditions of risk taking, and sometimes of potential 
destructive competition, must be general in their ap- 
plication. We can neither penalize past success nor 
make compensation for past failure. Our rules must 
be shaped with reference to the normal or most nu- 
merous cases. I suspect that it is possible that Mr. 
Davis might agree with me in upholding Mr. Allison’s 
contention if he shared my view as to the degree in 
which the absence of depreciation charges has tended to 
increase the ratio of investment to gross earnings in the 
case of the average public service company. 


Lege ' Auttyn A. Youna. 
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THE ECONOMIC SYNTHESIS 


Years ago Loria expressed his dissatisfaction with the 
generalizations which economists presented as scientific 
laws. He found them “ nothing more than more or less 
perfect abstractions from transitory phenomena,” while 
that which he sought was “ the true economic law, immu- 
table, independent of space and time, and therefore filling all 
the requirements of a scientific law.’”’ The present book on 
the Economic Synthesis,’ which he describes as “ the com- 
plement and the theoretic crown ”’ of all his earlier work, 
embodies his attempt to break the bonds which have fettered 
other writers. ‘“ The Egyptian statue, rigid in its outlines, 
and with the hands attached to the knees, was succeeded by 
the Greek statue, animated and alive.” So in the field of 
economic thought the author believes that beyond the 
imperfect generalizations of his predecessors there lies “ a 
synthesis scientific and positive in character, at once static 
~ and dynamic,” and this synthesis he has here endeavored to 
achieve. 

With the author’s aim we may have much sympathy. 
Any one who works in the fields both of economics and history 
must gain the conviction that, on the one side, the laws of 
modern economics are partial and very fragmentary state- 
ments of the whole truth, while on the other side the facts of 
history invite generalizations of commanding importance, 
which promise to give significance to the minor laws. Fur- 
ther, it seems to me that Loria indicates in his introduction 
the only right way toward a satisfactory interpretation of 


1 The Economic Synthesis. A Study of the Laws of Income. Translated from 
the Italian by M. Eden Paul. New York, The Macmillan Company, 1914. Pp. xii, 
368. $3. 


401 











402 QUARTERLY JOURNAL OF ECONOMICS 


economic phenomena in their historical development when 
he presents them not as things technical and apart, but as 
merely special aspects of a complex whole, and intelligible 
only in the light of a social theory. The economists may, if 
they please, rail at the sociologists, but they should recognize 
that economics is meaningless except as part of a broader 
social science. So great indeed, is the need of this new 
science of society, which shall cover things ethical, legal, 
economic and political, as well as many others, and which 
shall be neither a collection of ‘‘ dessicated anthropological 
anecdotes,” to borrow H. G. Wells’ description, nor yet a 
web of vague abstractions, that contributions to it should be 
heartily encouraged, and should be judged most charitably. 
This new field is so vast and difficult that pioneers in it must 
inevitably stray and stumble. Yet the report of every 
explorer will be of service if it narrates truly what he saw in 
the undiscovered country, and describes his route accurately, 
that others may follow it and make it the starting point of 
fresh investigation. Leaving the metaphor, the scholar who 
proposes a new theory of social development must be an 
attentive and impartial observer of fact, and must be logical 
in his generalization, else he wastes the time of himself and 
others. Loria appears to me, in his handling both of theory 
and of history, to fall below a fair standard of professional 
competence. I shall not attempt to describe or to criticize the 
book in detail, but shall seek merely to indicate some of the 
faults which make it not worth the reading. 

As Loria’s book is devoted to the determination of “ The 
Laws of Income ”’ the reader wants, first of all, to know what 
the author means by income. A statement on page 29 
appears, by its form and emphasis, to be offered as a defini- 
tion: “the surplus product of coercively associated labor, 
after there has been subtracted from that product what is 
required for the redintegration and increase of the subsis- 
tence of the laborers and of the technical capital, constitutes 
income.”  Disregarding for the present that element of the 
concept which restricts it to a certain form of organization 
(“ coercive association ’’) the feature which strikes one most 
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is the division of the social product, of which part only is in- 
come. The term income, as used by Loria, departs in its 
very conception from the conventional idea of a colorless 
mathematical total; it has a social significance, it suggests 
the contrast between the beati possidentes and the rest of us. 
Now let us admit, candidly, that this brings to the forefront 
a question which has been of the most absorbing interest in 
all ages. Let us admit further that this question is one which 
conventional economics has been and always will be incom- 
petent to solve. Sympathize as we may with Loria in his 
quest, I do not see how any reader of the book can feel that 
he has done more than to pass the socialists on a false road, 
on which they have recently been retracing their steps. 
He fails, as they have done, to distinguish in history any 
influences which have fixed the returns to laborers at a point 
capable of precise objective definition. He does not even 
attempt to develop a theory of population, to supplement the 
theory of land monopoly which he has presented in earlier 
works. His definition itself wavers in the face of facts. 
Subsistence appears first as “required,” “necessary,” 
“ bare ’’; it “ is a precise quantity ”; then it is “ quasi fixed,” 
it ‘“‘ remains unaltered or nearly so ’’; it ‘‘ does not of neces- 
sity coincide with the strict necessaries of life ’’; we are asked 
to consider cases in. which subsistence diminishes, and other 
cases in which it increases until it “ at length annexes a cer- 
tain share of income ”’; finally, we are told of processes, of the 
first importance in the workings of the economic system, by 
which subsistence is “ artificially ” lowered to keep laborers 
from the land, and by which, in the conflict between sub- 
sistence and income, “in the last *resort, the arbiter in the 
contest is income, and [that] subsistence becomes established 
at that point which gives the maximum permanent income.” 

“No more logical demand can possibly be made,” writes 
Loria on one of the early pages of his book, “ than that we 
should distinguish clearly between subsistence and income, 
defining the latter as that part of the net product which 
remains after subtracting the subsistence of the laborers.” 
The reader, ignorant as yet of the way in which the definition 
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of subsistence is going to fail him, starts hopefully only to 
plunge immediately into an obscurity from which he will 
never emerge. A discussion of the relation of capital and 
income, which seems academic, leads to the conclusion that 
“if that part of the product which should go to redintegrate 
the technical capital and the subsistences, is produced and 
consumed instead in the form of articles of consumption 
which, from the nature of the case, are not periodically 
reproduced, it is not income.” The relatively simple con- 
cept of income, as the surplus product of coercively associated 
labor, is modified in many ways. Wealth, whatever may be 
its origin, which passes to unproductive members of society, 
such as thieves, gamblers, or beggars, is not income. ‘ The 
income of the owner of a house which is rented by laborers, 
the income of a retailer, a money-lender, or a doctor, being 
the incomes derived from the slender purses of the workers, 
represent a quantity of wealth taken from subsistence to be 
transformed into income; in other words it no longer repre- 
sents a simple transference of pre-existent income from one 
individual to another, but a positive increment to the total 
income.”’ Unclaimed inheritances “‘ continue to produce an 
income, although there is no recipient.’”’ Incomes are 
“ deposited in a bank.” The quantity of incomes produced 
in a nation “is determined by the quantity of capital pro- 
ductively employed, by the quantity and productivity of the 
land, by the quantity of public or private securities issued.”’ 
Some of this elaboration of the concept of income is harm- 
less, tho it is relatively useless for the purposes of an author 
who seeks to rise above the limitations of space and time. 
On the other hand, the constant shifting in the meaning of 
such terms as subsistence and income tempts Loria constantly 
to choose in any particular case the meaning which best suits 
the purpose of his argument; and makes the book interesting 
throughout as an example of faulty logic rather than as a 
contribution to knowledge. It seems a pity that Loria, who 
in referring to Marx uses the terms surplus-value and income 
as interchangeable and appears, therefore, to recognize the 
likeness of his concept to that of the socialists, should take up 
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the fight which they waged with so much vigor and learning 
at the very time when they are beginning to recognize defeat. 

To this suggestion Loria’s reply would doubtless be that 
his distinction of subsistence and income, while it assumes 
class divisions in the recent period much like those of socialist 
theory, rests still on a very different theory of historical 
development. Loria, namely, distinguishes three forms of 
income. “In the first of these, undifferentiated income, 
labour is completely conjoined with the ownership of the 
means of production and with income. In the second, 
differentiated income, labour is completely disjoined from 
the ownership of the means of production and from income. 
In the third, mixed income. labour may be partially or wholly 
disjoined from the ownership of the means of production, but 
it is always partially conjoined with income.” The first two 
forms are dominant and fundamental, occupying in turn al- 
most the whole of the economic field, while the third, in which 
the worker receives more than a bare living, occupies merely a 
secondary place, and “ is constrained to subordinate its own 
development to the rules prescribed by that pure form of 
income which is at the time predominant.” Loria, having 
fortified himself against the attacks of critics, first, by giving 
such a hazy definition of income as a whole that it is quite 
impossible in any given case to distinguish it from subsis- 
tenve, and then, by conceding that laborers do sometimes 
receive “income” even when they are not owners of the 
means of production, proceeds in general on the assumption 
that the class receiving “‘ mixed income,”’ 7. ¢., workers getting 
something more than a bare living, is negligible. History 
presents itself to him as the oppositjon of two extreme forms. 
If “ we study the succession of the forms of income in the 
course of economic evolution, we see that this evolution 
begins with undifferentiated income in the primitive com- 
munist economy, passes then to differentiated income in the 
slave-holding system, and that this form of income persists 
in the subsequent serf-economy, to lead back, however, to 
undifferentiated income with the rise of the guilds; under the 
wage system we return to differentiated income, and only 
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sporadically is this system contrasted by a more evolved 
form of undifferentiated income, the codperative economy.”’ 

The “ primitive communist economy ” has long been the 
happy hunting ground of theorists. Many years have 
passed, however, since Kemble (1848) launched the theory 
of the Germanic village community. The period of his- 
torical hypothesis was succeeded by one of criticism, exem- 
plified in the work of Fustel de Coulanges, and this again by 
one of positive construction, in which English and German 
scholars have taken the lead. It is characteristic of Loria 
that he cites authors from each one of these periods of his- 
torical work, but that he makes them all speak with the 
same voice, — and the voice is Loria’s. Maitland, Seebohm 
and Vinogradoff appear among his authorities, but the picture 
of the early agrarian organization which he presents is 
sketched in innocent or wilful ignorance of all that these and 
other scholars have done to give significance to the facts of 
this stage of economic development. I do not remember 
to have seen in Loria’s book a single mention of the tribal 
influences to which scholars are now inclined to look for an 
explanation of the most interesting and most perplexing prob- 
lems of these “‘ dark ages” of European economic history. 
That complex combination of political, legal, social and 
economic elements, which made up the life of early society, 
as they make up the life of society today, fades away under 
Loria’s treatment into a colorless formula, without a breath 
of life in it. 

Loria supposes that in this early stage of history men 
worked in isolation, because an ample product could so be 
secured; but that the growth of population led to a diminu- 
tion of the per capita product, and forced men finally to 
associate for greater efficiency. He argues that they would 
not willingly thus associate themselves, but were constrained 
to do so by the lack of free land. This coercive association, 
leading to the appearance of “ income” as the author uses 
the term, involved a class distinction which showed itself 
in the establishment at different times of slavery or serfdom 
or the wage system. 
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Free land is a term to conjure with, if one may play on all 
the varied meanings of the word “free.” In this instance, 
however, Loria deserves credit for consistency; he says 
definitely that by free he means gratuitous, and holds to that 
meaning. In the golden age land could be had for nothing. 
In the historical period land has not only cost a price, but in 
general a price beyond the means of the laborer. Loria 
expounds the matter by the formula v = r + z, in which r 
is the maximum saving of the laborer and »v is the value of 
access to the land. When the recipients of ‘‘ income ”’ have 
been threatered by such an invasion of their privileged 
position as would be involved by the rise of laborers to land- 
ownership they have either lowered the remuneration of the 
laborer, and so his savings, 7, or have raised v, the value of 
access to the land, so that v should always exceed r by some 
difference, x. In this way Loria explains slavery both in the 
classic world and in the southern states of America, the 
serfdom of the Middle Ages, and the wage class of recent 
times. 

Neither in this book nor in the Analisi della Proprietd 
Capitalista, in which Loria treats some of these matters in 
greater detail, has he given the reader any good reason to 
believe that the course of history was what he imagines it to 
have been. He commits the sin beyond forgiveness, from 
the historical standpoint, when he interprets the whole past 
in terms of our modern system of exchange. One is some- 
times tempted to think that in Loria’s mind there is no 
history, but only political economy stretching back over 
countless centuries of time. From what evidence he can get 
in the form of money contracts he constructs an image of how 
society might have economized itself into its present condi- 
tion, but he fails to recognize that some of the most important 
material interests of former generations evaded expression in 
terms of exchange equivalents, and that society has always 
recognized other interests above the material. To one 
acquainted with the sources of the early agrarian history of 
Europe nothing can be more grotesque than the picture of a 
class of “ laborers” endeavoring to “save” enough prop- 
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erty to “buy” “land.” Loria has not presented a single 
bit of evidence to show that this process was actually in 
operation, and will of course be unable to do so. The indi- 
vidualism which is assumed throughout the book is itself a 
product of the last few centuries; and the web of social and 
political relations which ties the economic man to his place in 
the group grows more intricate as we trace it back in time, 
because the further back we go the less conscious and the less 
rational do we find it. Every student of institutional history 
recognizes the importance of the economic element in every 
period, and can prove the play of economic factors both in 
the rise and in the decline of serfdom. So far, however, from 
explaining the course of history by this one element, he knows 
that it is misleading to ascribe to it even a definite place in a 
hierarchy of history-making forces. It is both cause and 
effect. It is but one term in a series, meaningless until its 
relations with the other elements are understood. 

One could easily take up the historical parts of Loria’s 
book, page by page, and show his faults of omission and com- 
mission; but this task can be deferred until there is more 
chance than there appears to be at present that he will be 
taken seriously. The volume should not be dismissed, how- 
ever, without some further reference to Loria’s general philos- 
ophy of history. Under the caption ‘ Conclusion — The 
essential economic law,’’ the reader finds a summary of the 
argument, which runs somewhat as follows. In the succes- 
sion of economic systems there is a common element which 
“ must of necessity relate to a series of phenomena universal 
and constant in character; and since it constitutes the com- 
mon substance of a series of forms whose equilibrium is 
essentially unstable, it must contain within itself a factor of 
immanent instability. Now the process that is common to 
all the successive economic forms is the association of labour, 
a constant and invariable phenomenon in all ages; whilst 
the factor of immanent instability of all the changing social 
forms is the coercion that disciplines the association of labour. 
. The essential social contradiction can be eliminated, 
economic equilibrium can be established, only by means of a 
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profound transformation, affecting not merely the process of 
distribution, but also the process of production, relieving 
this latter process from the coercion which has hitherto 
environed it and restricted its efficiency; in other words by 
the destruction of the coercive association of labour and its 
replacement by the free association of labour.” 
The reader who is conversant with the work that econo- 
mists, historians and sociologists have done to analyze and 
interpret the forms of association of labor will be shocked to 
hear that it is “a constant and invariable phenomenon.” 
He must prepare, however, for an even greater surprise when 
he approaches the other element in Loria’s philosophy, “ the 
factor of immanent instability.”” The coercive association of 
labor, with all the evils that Loria imputes to it, was inaugu- 
rated by a decline in the fertility of land to a point at which 
the isolated laborer produced only a bare subsistence, and 
was constrained to submit to organization. The free associa- 
tion which will mark the coming millennium of coéperative 
production, “a perfectly stable and indestructible economic 
form, which finally closes the cycle of social transformations 
or of economic evolution,” will result from a further decline 
in the productivity of the land, which “ by rendering the 
product of isolated labour inferior to the subsistence of the 
producer, will at length altogether annul the reluctance to 
the association of labour, and will thus open the way for the 
institution of the spontaneous association of labour.” Surely, 
since the time when Rousseau wrote of “ compelling men to 
be free,” no theorist has been bold enough to publish such 
nonsense. 
, Cuive Day. 


Yate UNIVERSITY. 
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MARCONCINI’S L’ INDUSTRIA DOMESTICA 
SALARIATA ! 


“The Sweating System * and the Minimum Wage Law ”’ 
should be the English title for this book. And the author’s 
central thought can be condensed within a single sentence. 
The sweating system, or wage labor in the home, is a great and 
widely spread evil throughout the world; and no other remedy 
can be as effective and as prompt as the minimum wage law. 

Of the six formal parts into which the whole book is divided 
one (11-38) treats of wage labor in the home in the develop- 
ment of the forms of production, a second (39-154) treats of 
the extent of wage labor in the home, a third (155-285), of 
present conditions of wage labor in the home, a fourth (286- 
325), of the causes of the evils, and a fifth (326-778), of 
remedies. Then follow (780-847) appendices giving texts 
of bills, bibliographies, and an elaborate analytical table of 
contents. Each of the six parts is divided in its turn and 
with careful discrimination. Thus the part which treats of 
present conditions has eight chapters, on wages (155-197), 
living expenses (197-203), hours of labor (203-212), environ- 
ment of labor (212-224), hygiene in relation to the worker 
(224-247), hygiene in rélation to the workers’ families (247- 
259), hygiene in relation to the public health (259-268), and 
the question of morals (268-285). And the chapters have 
their sections, and the sections have their sub-sections. For 
the most part, all is in admirably logical arrangement. 

In a general way, the range and nature of the expositions 
and discussions of parts two and three, perhaps also of parts 
one and four, can be taken as matters of course. The author 
believes wage labor in the home to be an entirely natural form 

! L’industria domestica salariata nei rapporti interni e internazionali. Federico 


Marconcini. Con prefazione di Achille Loria. Pp. 847. F. Bertinatti, Torino, 1914. 
L. 12.50. 


In fairness to the author it must be stated that he protests at length (pp. 282-285) 
against the term, sweating system, and that he would insist upon something like an 
accurate translation of the Italian title. He holds that the sweating system is found 
out-of-doors, in factories, in mines, ‘‘ whenever a poorly-paid laborer is forced to work 
long hours in unsanitary places.” 
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of productive effort in modern industry, not a mere survival 
or an excrescence; and he believes also that it has elements, 
or at the least possibilities, of great good. Of course, he 
finds the sweating system all over the world; and, of course, 
he finds extremely hard conditions of life for the workers, 
great distress for the first sufferers and great peril, social as 
well as physical, for other classes. The causes of these sad 
and serious conditions are many: simplicity of tasks and con- 
sequent lack of training and need for training in the workers, 
the extreme division of labor, the very sharp competition 
among employers and among workers, the practices of con- 
tracting and sub-contracting, lack of knowledge and con- 
science in society at large, unwise charity, intemperance, the 
introduction of machinery, and soon. But chief among the 
many causes is counted the absence of organization among 
the workers. 

To match and counteract the many causes of evil there are 
and must be many remedies. Quite in harmony with the 
teaching as to causes is a steadfast insistence that only the 
organization of the workers, with its equalization of bargain- 
ing or fighting strength as between employer and employed, 
can be a full and permanent remedy. Other measures, of 
sanitation, education, codperation, and so on, through a 
score or more, have their merits, small or great, probable or 
certain; but only the organization of the workers can assure 
a permanent relief. 

But home workers are not organized. Repeated and 
earnest efforts have failed to effect organizations of more than 
local and trivial importance here and there. The workers 
are too poor, too ignorant, too weak, too little in touch with 
one another, too much crushed, too hopeless; and all these 
unhappy conditions are due, in last analysis, to low wages. 
Only better pay can cure. Employers will not increase 
wages voluntarily; they cannot without endangering their 
own positions. The pressure of consumers and of public 
opinion can accomplish nothing really worth while. The 
labor laws of a hundred years have brought no relief to home 
workers. Only the direct compulsion of the state, through 
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minimum wage laws, can start and support a train of 
thoroly effective forces. This is only a temporary expedient, 
to be abandoned when labor organizations have enabled the 
workers to safeguard their own interests; but for now it is 
the only remedy (415), the indispensable basis of all other 
helpful action (416). 

So far the argument has progressed up to the middle of the 
book. Thenceforward the author passes to the theme 
nearest his heart, the minimum wage law, for which he con- 
tinues to plead with unwavering zeal and with never a brief 
doubt. Having established his fundamental principle, that 
state action is justified in any form and at any time when it 
gives fair promise of doing good (371-398), he gives his 
theory of the minimum wage law (399-417) and takes up in 
turn thirteen objections commonly advanced (417-448, 483- 
498). A great deal of attention is given to the proposals of 
international congresses (448-478) and the demands of vari- 
ous national bodies (498-510). A large part of the book 
is given to the provisions and the effects of laws passed in 
America (533-551), Australasia (551-591), the United 
Kingdom (591-635), Germany (635-660) and minor countries 
of Europe, and to bills pending in Austria (664-669), Belgium 
(669-681), France (681-712), and other lands. 

Such, in brief summary, is the drift of the book. More or 
less incidentally the author declares a great many of his con- 
victions. He is highly favorable to organized labor (333), 
even favoring a temporary compulsion of law to bring about 
organization among those not inclined to organize sponta- 
neously (480). He is out and out opposed to the abolition of 
home wage work (520). He has no confidence whatever in 
the general beneficence of free competition (373); nor will he 
allow to the employer any natural right to fix the terms of 
employment in his own interest (332). Every proposed 
social policy must be judged by its promised results (440), not 
at all by its conformity to any general principle of assumed 
validity. 

That the trend of the book is liberal, not to say radical, is 
evident. But there appear not only the commonplaces of 
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present-day liberalism, the complete rejection of Laissez- 
faire (371), the insistence upon the worker’s right to a fair 
human wage (322), and the like: the author pushes into the 
van of liberalism, with an advocacy of full wages for mothers 
at child-birth, while released from work (394), the compulsory 
organization of labor (478), and other similar proposals, all 
quite in addition to his chief radicalism, the minimum wage 
law. He shows also an unusual frankness and vigor in pro- 
claiming the reality of the evil in present conditions and the 
serious urgency of the need for a remedy (366). 

The book, more than most, declares a definite and practical 
purpose; and in the light of this purpose it should be judged 
first. Both Professor Loria’s laudatory preface and a num- 
ber of passages in the text show a desire that the work may 
arouse the interest of students and the public and thus pro- 
mote wise legislation for the correction of what is wrong and 
can be cured. 

It is to be hoped and to be expected that results of just this 
sort will be advanced by the publication. For the evil is 
great. And the book has not a few merits. Unquestionably 
the broad plan of the work is admirable, quite natural per- 
haps, but truly admirable in its development of successive 
topics. And the plan has been developed with industry of 
amazing extent. Fact is added to fact, and argument follows 
argument as if from inexhaustible sources. In the descrip- 
tive parts one is reminded of the mountains of dark fact 
which Marx piled up to the condemnation of the early Eng- 
lish factory system. The long, long hours of deadening 
drudgery, the scant pay, the unsanitary surroundings, the 
meager provisioning, the hunger, disease, and death, the 
blighting of childhood and youth, of manhood and woman- 
hood, of motherhood, — these are shown with relentless per- 
severence for country after country. Relentless, too, is the 
exposure of the weakness or inadequacy of the most favored 
social remedies, mere palliatives, makeshifts, or worse, in the 
author’s opinion. 

The analytical, or theoretical, or argumentative passages, 
too, show much that is not only good but impressive. The 
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fundamental argument, for the minimum wage law (399- 
448), is strong; the chapter on the consumers’ responsibilities 
(317-323) is very fine indeed, with passages which will not 
slip easily out of the memory. A score of other analyses show 
keenness of insight and effectiveness in exposition. And at 
every possible point the writer’s deep feeling appears, his 
warm desire to lighten the woes of the suffering home- 
workers. 

Such a book, on such a subject, cannot fail to make a last- 
ing impression upon any person who reads it through. It 
cannot fail, therefore, to accomplish some part of its purpose. 
And yet, taken as it is and all in all, it cannot accomplish 
much; nor can it have a very favorable reception. There are 
merits in it, even beyond those already listed. But that is 
not enough. 

Doubtless the book must impress any person who reads it 
through. But few will ever read it through. As the size 
and price of Adam Smith’s great work were thought to give 
assurance that its disturbing ‘influence could not be wide, so, 
but with better confidence, it may be predicted that Mar- 
concini’s book has a size and character, if not a price, which 
must limit its influence. A book of 850 royal octavo pages, 
and in economics at that, must be attractive indeed, in order 
to win and hold many readers. And it must be confessed 
that this big volume is not attractive at all; rather it is 
unattractive, almost repellant. 

Some of the analytical passages run smoothly enough, and 
some of the descriptive ones, too. Some pages, indeed, 
almost reach the characteristic Italian ease and lucidity. 
There are passages at once clear and vigorous (491-492); 
some are incisive (274-275); others have real beauty, sombre 
(66) or bright (142). But as literature the great body of the 
book leaves much to be desired. There are loose and even 
ungrammatical (348) constructions; the latest neologisms 
abound, “ trade-unionistica ”’ (338), “‘ nullatenenti’”’ (527), 
“‘ statizzazione ” (757) and scores of others of like precarious 
standing. Rhetorical figures are mixed grotesquely (273, 
454) and are even repulsive (“‘ drinkers of human sweat,” 
“bevitori di sudore umano ” 313). 
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All this, perhaps, readers of economics can endure; for we 
have learned not to expect literary merit in the “ literature ”’ 
of our subject, whatever the language. But even the 
hardened reader of economics is repelled by the frequent 
recurrence of passages which are heavy and involved, loaded 
down with all sorts of explanatory and qualifying parentheses 
(e. g., 245, 274, 478, 499, 622). The monotonous massing 
of figures, too, through some two hundred pages, page after 
page and ever more pages, all about the numbers of the 
workers, their ages and sexes, in this place and that, their 
hours and their pay, case after case, and trade after trade, all 
makes hard reading, such as the general public simply will 
not do. The author’s hope of educating public opinion 
cannot be realized largely. 


But, after all, it is not as literature, in anything like the 
special sense, that the book appears, but as science and with 
an appeal to scientists. The very obvious and formal ar- 
rangement of topics and sub-topics, the thousands of refer- 
ences in the footnotes, the appendices, in short, the whole 
form and spirit of the book make the guise of science. But, 
if it is not good literature, it certainly is not good science. 
Indeed, pretty nearly every quality which a scientific work 
ought not to have this book shows, not everywhere nor a few 
times only, but frequently. Once it is understood that the 
book is as liberal or radical as previous references have 
indicated, criticism of most of the specific doctrines may be 
omitted. Little that is substantially new is brought out. 
And the patience of readers need not be tried still again here 
with another set of individual judgments or opinions. 

There are not a few analyses which most economists would 
pronounce either incomplete or positively erroneous, as the 
statement of the individual laborer’s weakness in bargaining 
(330), the tracing of higher pay for home workers through 
prices, consumption, and demand for labor (420). Prob- 
ably, too, the central doctrine is not as strong as the writer 
supposes. There is rather too much cheerful optimism as to 
the practical effects of minimum wage laws (487), too much 
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glossing of difficulties (444), too much disparagement of 
alternative measures. It is strange that a writer who men- 
tions with approval the Equitable Pioneers of Rochdale 
(360) and the Scotch Wholesale (361), can yet pronounce 
codperation, even consumers’ codperation, futile as a relief 
for the home workers (364). There is, however, little reason 
for long delay over particular doctrines; unfortunately, the 
book is so much lacking in scientific merit that it cannot 
claim the close attention of scientists. 

The writer’s spirit, or attitude, is not scientific. ‘ Un- 
heard-of greed” (315), “starvation wages” (passim), 
“simply frightful” (238), “inhuman exploitation” (630) 
are terms of emotion, just emotion very likely, but not 
science; yet these and their like abound throughout the book. 

Of simple printer’s errors there are half a hundred, some of 
them (173, 466) glaring; while uniformity in capitalizing, 
punctuation, and the use of characters is not maintained. 
The cravat appears twice in a list of products (116): “ esse” 
is printed for “una” (196). These, in themselves, are 
perhaps trivial bits of carelessness; but the same carelessness 
is manifest throughout the book, in matters large as well as 
small. 

What may be nothing more than simple carelessness of 
expression, marking carelessness of thought, abounds. “ To 
say worker in large industry is to say organized worker” 
(399). Having made some computation that there are 300,- 
000 home workers in New York City, the author adds that 
“ conditions are the same (identiche) in the other cities of 
North America ”’ (42, n.). Indeed, it may be said to be a 
common practice of the author to make an extreme statement, 
perhaps even over-stating the truth, and then add that the 
same conditions are found elsewhere, or generally (215, 216, 
219, 233, ete.). Literally hundreds of incorrect statements 
might be listed. “It is computed that 65 per cent of the 
total demand of all the world for arms is satisfied by Bel- 
gium ” (49). “In the United States the average saving for 
all laborers reaches $600” (337, n. ). In England since 
1864 the conditions of child labor “ generally have not 
improved ” (257). 
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One fault of method is very serious for the scientist. 
While there are thousands of references to authorities in the 
footnotes, there are hundreds of statements in the text for 
which a reader would gladly have a citation of authority 
but finds none, statements, if true, of deep significance, 
statements which tax credulity. Statements of this kind 
even purport to be quoted verbatim (574). It is a common 
practice to give many references at the beginning of a dis- 
cussion, even many quite definite references to particular 
pages, and then give nothing more. For twenty pages (607- 
627) the origin and provisions of the British Trade Boards 
Act of 1909 are discussed without a single reference. 

Even for the reader braced for the dismal science there is 
too much massing of fragmentary data and altogether too 
little attempt to organize the data or to indicate the typical 
or the specially significant. Many, many pages indeed are 
filled with data which have no appreciable significance for 
the author’s study. There are 34 pages of exposition and 
analysis of the Italian census of 1901, ending in the judgment 
that none of the data are worth much (93-127). Many 
scores of pages are given to tracing the remotest beginnings of 
labor legislation, comparing futile suggestions, summarizing 
debates, and contrasting forgotten proposals. Near a score 
of different proposals in France alone are compared and 
criticized point by point. 

But let us have an end of these adverse criticisms. They 
might be continued indefinitely and into even more serious 
relations. The author’s translations pass beyond the rea- 
sonable limits of freedom and looseness into real inaccuracies. 
His statements as to the provisfons of laws are sometimes 
quite erroneous, as, e. g., the Minnesota law (549) and to 
a less extent other American acts. Such criticisms are 
never pleasant to make; and certainly they are not pleasant 
to make against a book into which have been put so noble a 
spirit and so vast an amount of industry. In particular it is 
not pleasant, nor is it altogether comfortable, to pass un- 
favorably upon a book which comes with a warm commenda- 
tion from Professor Loria, an Italian book at that. Only 
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because it behooves any man who stands in any way against 
Professor Loria to make the ground very solid under his feet 
have I felt justified in making my criticism as specific and as 
long as it is. 

For no purpose, unless indeed for the very determined 
Italian reformer’s local uses, can this large work displace 
Meny’s smaller one, especially in the latter’s newer edition, 
Le travail a domicile. Ses miséres, ses remédes. 


Wizarp C. FisHer. 


Mipp.LETown, Conn. 
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DEPOSIT GUARANTY IN MISSISSIPPI 


Ir may seem a far cry from the boll weevil to deposit 
guaranty. But remembering the relation of the chinch bugs 
in the Missouri Valley to the free silver movement of the 
nineties, one realizes that an insect may be a cause of financial 
legislation proposed or enacted. For several years, in Missis- 
sippi south of the 33d parallel, the cotton crop had been 
almost destroyed by the boll weevil. In a typical county, 
Pike, the normal crop of 25,000 bales fell to 3,600 bales in 
1913. In other sections of the state the crop was injured by 
the army worm, and in the Delta section by overflows from 
the Mississippi River. At the same time the state banks 
were running without supervision. The statutes were not 
entirely lacking in banking provisions, and some of the pro- 
visions were in themselves very good, but there was no bank 
examination and no verification of reports. “In a word,” 
says a Mississippi legislator, “‘ Mississippi state banks were 
simply chartered by the state and turned loose to do business 
just as they would.” 

It was inevitable that many banks should fail. There is no 
official list of the failures, but a list privately compiled showed 
22 bank failures in 1912 and 1913.and 7 more early in 1914. 
The deposits were not ascertained in all cases; so far as 
known, they amounted to $4,600,000. The number of 
banks reporting to the state auditor fell from 342 in June, 
1911, to 306 in June, 1914. National banks increased in 
number from 31 to 37. There was an attempt in the legis- 
lature of 1912 to enact a banking law. It failed largely 
because the Senate and House could not agree on the method 


of selecting the bank examiners. A majority of the Senate 
419 
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wished the examiners to be appointed, while the House 
wanted them elected by popular vote. 

By 1914, it was evident that something must be done. 
There was a bank failure just as the legislature met, and 
failures occurred all through the session. Not satisfied now 
with a bill for safeguards and supervision, many legislators 
insisted from the start on the guaranty of bank deposits. 
The Mississippi Bankers Association, with much the same 
arguments that had been used before the legislatures of other 
states,! opposed the guaranty sections to the end. It is 
possible that if the members of the Association had foreseen 
the ultimate adoption of deposit guaranty, they could have 
made participation optional with the banks, and could have 
provided for appointive, instead of elective, bank examiners. 
After a long struggle a bill was finally passed in March and 
was signed by the governor March 9th. 

More striking even than the deposit guaranty plan is that 
of electing the three bank examiners. It is not quite without 
precedent, for in some states bank supervision is committed 
to an elective officer, — the state treasurer, state auditor, or 
secretary of state. The need of technical qualifications in a 
bank examiner is self-evident, and therefore only those citi- 
zens may become candidates who have passed an examina- 
tion to determine their fitness. Examinations are given by a 
Board of Bank Commissioners, composed of a successful 
banker and business man appointed by the Governor, an 
experienced lawyer appointed by the Attorney General, and 
an experienced accountant appointed by the State Auditor. 
Examinations will be held in March, preceding the general 
election in November; special examinations will be given at 
other times on payment of a $50.00 fee. Applicants will be 
examined in accounting, theory and practice of banking and 
the banking laws of Mississippi, and the federal banking law. 
Every applicant who makes a grade of 75 per cent, is of good 
moral character, a practical accountant, and has never been 
the manager of a banking or other business enterprise which 


1 Quarterly Journal of Economics, vol. xxiv, pp. 85, 327, reprinted in Sen. Doc. no. 
649, 61st Cong., 3d Session, Appendix B. 
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has failed or liquidated below par during his management, will 
receive a license to become a candidate for state bank ex- 
aminer. The license is good for four years. One examiner 
is to be elected from each of the three supreme court districts. 

As no general election would occur soon after the passage 
of the new law, it was provided that the applicant from each 
district who made the highest grade in the first examination 
should be a bank examiner until January, 1916. It is re- 
ported that the examination was a good one, and as well 
calculated as an examination could be to test the knowledge 
of would-be bank examiners. In one of the questions it was 
asked what a cashier should do if a prospective borrower, on 
being asked for security, offered to obtain the endorsement of 
a solvent oil mill company. Almost all of the applicants are 
said to have favored discounting the note so endorsed. They 
were apparently unaware that an accommodation endorse- 
ment is beyond the powers of a corporation. 

There is no head to the Mississippi bank department. All 
the bank examiners are of equal authority. The three 
examiners constitute a board, it is true, and there is a chair- 
man, but his special authority is of the slightest. On the 
request of the board of directors of any bank for a special 
examination, he must designate one of the examiners to make 
such examination. In addition to the regular quarterly 
meetiugs of the board of bank examiners the chairman may 
call other meetings if he deems additional meetings necessary. 
In these two matters only has he authority beyond his col- 
leagues. Apparently the office of the department will 
usually be in charge of the board’s secretary. The examiners 
are examiners in fact. They go into,the field and themselves 
inspect the banks. For this they receive $3,000 per annum 
each and their expenses for railroad fare, livery hire and hotel 
bills. Incidentals are not allowed. The examiners even 
have to pay part of the compensation of any assistants who 
may be necessary. Subject to a limit of $150 per month 
each, assistant examiners will receive $10.00 per day, of which 
one-fourth must be paid by the three elected bank examiners 
personally. The experiment of running a state bank depart- 
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ment without a head and with examiners chosen by popular 
vote, who are personally out of pocket if they find it necessary 
to employ assistants, will be followed with interest. 

The general administrative features of the law are in the 
main satisfactory. Banks are to be examined twice a year. 
The examiners have power to subpoena witnesses, probably a 
new provision in banking laws. The authority to close banks 
for violation of law or impairment of condition is adequate. 
Private banks of deposit are required to incorporate. It will 
be remembered that a like provision in the Nebraska bank 
law was the subject of litigation ending only in the Supreme 
Court of the United States, where the provision was upheld.! 
New banks may be organized only by persons of ‘‘ good 
moral and safe business character.” The state has wisely 
not followed the example of Kansas, which gives to its board 
power to deny a charter merely because the board may doubt 
the need of a bank at the contemplated location. The right 
of the citizen to determine for himself the chances of his busi- 
ness venture, so he be a safe man, is preserved. A scale of 
minimum capital is adopted, ranging from $10,000 to $50,- 
000 according to location. This does not apply to existing 
banks. The limit on single lines of credit is high, 25 per cent 
of capital and surplus, as in Missouri, South Dakota and 
Texas. In Mississippi and South Dakota a bank may go 
further and discount without any limit business paper owned 
by its customers. The limit on deposits makes it unlawful 
for any guaranteed bank to receive deposits continuously 
for six months in excess of ten times its paid up capital and 
surplus. This is the Kansas law. Mississippi, however, 
excepts savings banks from its operation. 

The law has some anti-trust sections of highly modern 
purport. ‘‘ No person shall be permitted to be a director in 
more than one bank serving the same incorporated town or 
city.” This does not apply, however, “ to savings banks and 
trust companies operated in connection with commercial 
banks doing business in the same building.’ Clearing 
houses must incorporate, and are forbidden to make rules 
1 Quarterly Journal of Economics, vol. xxviii, p. 70. 
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concerning exchange rates, discount rates, interest on deposits, 
collection fees, or restricting competition in any other way. 

We come now to the guaranty provisions. These closely 
follow the Kansas law, with the important exception that 
guaranty, optional with the banks in Kansas, is obligatory for 
those of Mississippi. A compromise was reached in Missis- 
sippi by which banks need not come within the guaranty 
provisions of the law until May 15, 1915. This interval has 
proved invaluable, as examiners have already closed some 
twenty banks, a number sufficient to have been a menace to 
the success of the whole scheme if their deposits had been 
guaranteed at once and automatically. 

As in Kansas, the banks must be examined before their 
deposits are guaranteed. Each bank must deposit bonds or 
cash with the state to the amount of $500 for every $100,000 
of deposits eligible to guaranty, less the capital and surplus 
of the bank. The annual assessment for the guaranty fund 
is one-twentieth of one per cent of deposits, with the same 
wise deduction for capital and surplus. Four additional 
assessments of like amount may be made in any year, if 
required. Assessments are suspended when the fund reaches 
$500,000. Following the Kansas rule, the guaranty fund, 
like other state funds, is kept in state depository banks, 
whereas in Nebraska all the assessments, and in Texas 
75 per cent of them, are left on deposit with the assessed 
banks until cash is needed. ll deposits not otherwise 
secured are guaranteed, except those bearing more than 4 per 
cent interest. These provisions all follow the Kansas law 
exactly, except that Kansas no longer withholds guaranty be- 
cause of the interest rate. Both states provide that a maxi- 
mum rate of interest on deposits may be fixed for each county, 
and that any bank officer who pays a higher rate “shall be 
deemed to be reckless, and may be removed from office.” 

Mississippi has followed the Kansas plan of deferring final 
payment of depositors of failed banks until assets, including 
the double liability of stockholders, shall have been realized 
on so far as is possible. In the meantime 6 per cent certifi- 
cates are to be issued to the depositors, and dividends are to 
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be paid as collections are made from the assets. The advan- 
tage of this plan is that it prevents the exhaustion of the 
guaranty fund by one or two failures. Oklahoma, Nebraska 
and Texas provide that depositors are to be paid immediately 
after a failure, and for some time the effect of this provision 
in the first named state was to keep insolvent banks in opera- 
tion because there was not enough money in the guaranty 
fund to pay the depositors if the banks were closed.'__ If the 
Mississippi fund is deficient at the winding up of the affairs 
of a failed bank, the depositors will receive pro rata payments 
until subsequent assessments for the guaranty fund come in. 

The deposits of Mississippi state banks June 30, 1914, 
were $47,359,000. The normal assessment of one-twentieth 
of one per cent would yield about $24,000, and five assess- 
ments, the maximum number in one year, would yield about 
$120,000. There are no statistics to show whether such 
assessments are in keeping with previous loss experience in 
Mississippi. However that may be, the writer is of the 
opinion that the success of any insurance plan is jeopardized 
by making the initial fund so small. Fortunately there are 
as yet few large state banks in Mississippi. 

A bill similar to the Mississippi guaranty law was before 
the Louisiana legislature last winter. It was beaten largely 
by showing that if any one of the large state banks of New 
Orleans failed, and if its own assets sufficed to pay 75 per 
cent of the deposits, the mere interest on the certificates 
issued for the remaining 25 per cent of deposits would absorb 
almost all of the assessments for the guaranty fund, leaving 
no hope of ever paying the principal. After this argument 
the bill was amended by reducing to 3 per cent the rate on 
certificates issued in case of failure, but the bill was killed by 
a vote of nearly two to one. 

The guaranty of deposits becomes obligatory on all Missis- 
sippi banks on May 15, 1915. There is speculation over the 
probable attitude of the examiners at that time toward 
banks of whose condition they are not quite certain. If a 
3 Quarterly Journal of Economics, vol. xxviii, p. 77. 

2 Ibid., vol. xxiv, p. 389, vol. xxviii, p. 99. 
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bank is closed early in May so that the loss falls on the 
depositors, when matters might have been smoothed over 
until the deposits were under guaranty, the examiner who 
ordered the closing will lose the votes of a certain element of 
the depositors when he comes up for reélection. Such a 
possibility illustrates the unwisdom of electing bank ex- 
aminers, but it is not likely that examiners will toady to 
the vote of the depositors of failing banks. The certificate 
placing deposits under guaranty can be issued only after an 
examination in which the bank is found to be solvent. A 
record of failures after such examinations might be as serious 
a campaign handicap as the displeasure of depositors who 
thought the examiner ought to have helped them pass on 
their losses to the guaranty fund. ‘It seems fairly well 
understood that not every bank applying for a guaranty 
certificate has received one.”’ ! 

It is, of course, too early to draw conclusions from the 
operation of the law. When the writer last inquired, only 
one state bank had nationalized, and only two national 
banks had applied for state charters. There is no rush to 
get into or out. of the state system, but up to November 10, 
1914, 67 banks, including some of the largest in the state, 
had voluntarily taken advantage of the guaranty provisions.” 
Some of these believe that the guaranty has brought about a 
growth of deposits by increasing the confidence of the people. 
The data are yet too few, however, to warrant any conclusion 
of the sort. The adoption of a guaranty scheme in Missis- 
sippi may tend to substantiate, so far as one example goes, 
the prediction ventured by the writer a year ago, that from 
time to time more states would prokably supplement their 
service of bank regulation and supervision by enabling, if not 
requiring, the banks to effect insurance in a state admin- 
istered fund for the benefit of depositors. 


THORNTON COOKE. 


Five.ity Trust Company, 
Kansas Crty, Mo. 


1 Mississippi Banker, vol. i, no. 5, p. 9. 2 Ibid.,vol. i, no. 5, p. 11. 
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LINCOLN AND THE TARIFF: 
A SEQUEL 


Tue note which I published in the August issue of this Journal 
on the tariff phrase attributed to Lincoln (getting ‘‘ both the 
goods and the money ”’) has stirred discussion, as is natural 
with anything that concerns the great president. Some 
further light upon the origin of the phrase has come in conse- 
quence. For most of the information which I am now able to 
give, I am indebted to Mr. Calvin W. Lewis of Brookline, 
Massachusetts, who first called attention to some of the clues 
in contributions to the Boston Transcript signed with a 
pseudonym, and who has since put at my disposal in the 
most obliging way the results of his inquiries. 

It will be remembered that the earliest appearance of the 
phrase, so far as Mr. Matteson and myself were able to trace 
it, was in the American Economist for June 29, 1894, where it 
was stated to have been copied from the ‘‘ Howard Independ- 
ent ” of June 9, 1894. The Howard Independent proved a 
puzzle. Mr. Matteson was able to find no trace of any such 
newspaper, and concluded that it was “ a myth, or at least a 
misprint.” The puzzle was not lessened by the failure of the 
American Economist to give any explanation. Our note was 
brought to the attention of the Economist, and some reference 
has been made in its columns to Lincoln’s utterances upon 
the tariff and to this particular myth; but no attempt was 
made to verify, or specify further, the source from which 
the phrase had come. A suspicion could not but arise that | 








the phrase might have been manufactured by the Economist, 
and that the Howard Independent was a pretense. 

That suspicion proves to be quite without foundation. 
The Howard Independent is not a myth; but, as Mr. Matte- | 
son thought possible, it is—a misprint. It appears that 
there is in Illinois a flourishing town by the name of Harvard, 
and that a weekly newspaper, the Harvard Independent, has | 
been published there for many years. ‘‘ Howard Independ- 
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ent” was merely a misprint for “ Harvard Independent.” 
Moreover, Mr. Lewis, through correspondence with the 
present editor of the Harvard Independent, has learned from 
him that a search in his files brought to light, in the issue of 
the date stated, June 9, 1894, the identical phrase. It is 
there, and the American Economist copied it in good faith 
and with due credit. It is not surprising that the editor of 
the American Economist, after the lapse of twenty years, 
should have quite forgotten just how he happened on the 
phrase, and should now find it as difficult to trace as the rest 
of us. Any suspicion of fabrication on his part was quite 
without foundation. 

But all this only serves to push the inquiry one step further 
back. Where did the Harvard Independent get the phrase ? 

In the works of Robert G. Ingersoll there is an oration 
upon Lincoln, which bears the date 1894. In it there is a 
passage ' which says that Lincoln was “ nominated for the 
legislature and made a speech,” and that this speech was in 
favor of a protective tariff. Ingersoll refers to it shortly 
after as Lincoln’s first speech. After some remarks about 
the influence of manufactures in “developing the brain” and 
“ giving wings to the imagination,” Ingersoll goes on thus: 

“Tt is better for Americans to purchase from Americans, 
even if the things purchased cost more. 

“Tf we purchase a ton of steel rails from England for 
twenty dollars, then we have the rails and England the money. 
But if we buy a ton of steel rails from an American for 
twenty-five dollars, then America has the rails and the money 
both.” 

It will be observed that this differs in one significant partic- 
ular from the phrase attributed to Lincoln. The purchase 
from the American is supposed to be at a higher price than 
that from the Englishman, — twenty-five dollars instead of 
twenty dollars; the allegation is that it is more advantageous 
to buy at home, even at the higher price. 


1 See vol. III, pp. 127-128 of the ” Dresden Edition ” of the Works of Robert G. 
Ingersoll (New York, 1900). The oration, or lecture, is also reprinted as an intro- 
duction to the seventh volume of Lincoln’s Collected Writings, edited by Nicolay 
and Hay (New York, 1905). 
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There are other grounds for questioning whether this pas- 
sage, as it appears in print, was the source of our myth. Itis 
not put by Ingersoll in quotation marks, nor is there any 
intimation or implication that it is taken from Lincoln. 
Ingersoll mentions steel rails; if he had wished to imply that 
the language was Lincoln’s, he would hardly have selected an 
article not known in Lincoln’s day. A careless reader might 
possibly infer this to be a paraphrase or quotation from 
Lincoln; but only a careless one. More important is the 
circumstance that internal evidence points to its having been 
published at a later date than that of the passage in the Har- 
vard Independent (June, 1894). Immediately following the 
two paragraphs just quoted Ingersoll goes on: “ Judging 
from the present universal depression and the recent elec- 
tions, Lincoln, in his first speech, stood on solid rock and was 
absolutely right.” ‘“‘ Recent elections” must refer to the 
elections of the autumn of 1894. The elections of 1892 were 
not favorable for the Republicans, but those of 1894 were. 
It is the latter only to which Ingersoll could have alluded. 
The date of the oration in its printed form is clearly later than 
that of the appearance of the phrase in the Harvard Inde- 
pendent. 

Nevertheless, I am disposed to believe that Ingersoll’s 
oration is the fons et origo of the myth. Ingersoll was much in 
demand as a lecturer and political speaker. For years he 
orated on the lyceum platform and spoke at political rallies. 
The oration on Lincoln doubtless was delivered many and 
many a time before it was put into cold print. The tariff 
phrase doubtless figured in it, and was likely to stick in the 
memory of hearers; and it is in this way that the editor of the 
Harvard Independent probably got hold of it. Hearing it as 
delivered, with the dramatic emphasis of which Ingersoll was 
a master, he would not fail to remember it, and at the same 
time would naturally suppose it to be a quotation from 
Lincoln, not an epigram of the orator’s. The circumstance 
that the difference in price between English and American 
rails, which is an important part of Ingersoll’s version, does 
not appear in the Harvard Independent or in other places, is 
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entirely consistent with its having been derived from a vaguely 
memorized report of spoken words. 

In sum, the indications now seem to be that Ingersoll’s 
oration, notwithstanding its having appeared in print at a 
later date than the first published version of the phrase, is 
nevertheless its source. It is precisely such as Ingersoll 
might have invented, —epigramatic and fetching. And 
yet still further search may show that it was derived by 
Ingersoll himself from some source still more remote. No 
evidence has been adduced, or is likely to be, that it originated 
with Lincoln or was ever used by him. 


F. W. Taussia. 


Harvarp UNIVERSITY. 
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